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T H E S E C R E T A R Y O F T H E T R E A S U R Y 
W A S H I N G T O N 2 0 2 2 0 
May 14, 1979 
Dear C o m m i s s i o n e r S t o n e : 
I n our s e p a r a t e l e t t e r s d a t e d O c t o b e r 19 and 25, 1978, 
we e x p r e s s e d c o n c e r n s o v e r t h e p o s s i b l e c o n s e q u e n c e s o f 
f u r t h e r r a p i d e x p a n s i o n i n t r a d i n g of T r e a s u r y f u t u r e s 
c o n t r a c t s and r e q u e s t e d a m o r a t o r i u m on new a u t h o r i z a t i o n s 
o f s u c h c o n t r a c t s u n t i l our s t a f f s c o u l d c o n d u c t a t h o r o u g h 
s t u d y o f t h e m a r k e t s f o r T r e a s u r y f u t u r e s . T h a t j o i n t 
s t u d y has now been c o m p l e t e d . The T r e a s u r y / F e d e r a l R e s e r v e 
recommendations stemming from i t a r e e n c l o s e d f o r y o u r 
c o n s i d e r a t i o n , t o g e t h e r w i t h a summary o f the s t u d y . The 
f u l l s t u d y i t s e l f w i l l be s e p a r a t e l y p r o v i d e d t o you. 
We a p p r e c i a t e t h e a s s i s t a n c e w h i c h you gave us i n 
t h i s e f f o r t and your u n d e r s t a n d i n g of the i m p o r t a n t p u b l i c 
i n t e r e s t i s s u e s i n v o l v e d i n f u t u r e s m a r k e t s b a s e d on 
U. S. Government s e c u r i t i e s . We l o o k f o r w a r d t o w o r k i n g 
w i t h you t o a s s u r e t h e a p p r o p r i a t e development of t h e s e 
m a r k e t s , 
The H o n o r a b l e 
James M. Stone 
Chairman 
Commodity F u t u r e s T r a d i n g 
Commission 
2033 K S t r e e t , N. W. 
Washington, D. C. 20581 
E n c l o s u r e 
S i n c e r e l y , 
W. M i c h a e l B l u m e n t h a l 
S e c r e t a r y o f t h e T r e a s u r y 
\ g . W i l l i a m M i l l e r 
\n 
Board of G o v e r n o r s o f t h e 
F e d e r a l R e s e r v e System 
DepartmentoftheTREASURY 
WASHINGTON, D.C. 20220 TELEPHONE 586-2041 
IMMEDIATE RELEASE 
May 14, 1979 
CONTACT: C h a r l e s A r n o l d 
202-566-2041 
TREASURY ANNOUNCES NEW RULES 
ON SECURITY AUCTIONS 
The T r e a s u r y Department announced today t h a t i t i s 
implementing two new r u l e s c o n c e r n i n g i t s o f f e r i n g s of 
ma r k e t a b l e s e c u r i t i e s . D e c i s i o n s on t h e s e new r u l e s were 
r e a c h e d i n c o n j u n c t i o n w i t h t h e j o i n t T r e a s u r y / F e d e r a l 
R e s e r v e Board s t u d y of f u t u r e s c o n t r a c t s based on T r e a s u r y 
s e c u r i t i e s . 
F i r s t , e f f e c t i v e i m m e d i a t e l y , t h e maximum award t o any 
s i n g l e b i d d e r i n T r e a s u r y s e c u r i t y o f f e r i n g s w i l l be l i m i t e d 
to 2 5 p e r c e n t o f t h e t o t a l o f t h e combined amounts o f t h e 
c o m p e t i t i v e and t h e n o n c o m p e t i t i v e awards t o t h e p u b l i c . 
T h i s m o d i f i e d a p r e v i o u s r u l e which a l l o w e d a s i n g l e b i d d e r 
i n a T r e a s u r y a u c t i o n t o r e c e i v e as much as 25 p e r c e n t of t h e 
announced amount of t h e p u b l i c o f f e r i n g . The new r u l e e x c l u d e s 
from t h e 25 p e r c e n t c a l c u l a t i o n t h o s e T r e a s u r y s e c u r i t i e s 
a l l o t t e d t o the F e d e r a l .Reserve i n exchange f o r m a t u r i n g 
s e c u r i t i e s h e l d both f o r i t s own a c c o u n t and f o r t h e a c c o u n t s 
of f o r e i g n o f f i c i a l i n s t i t u t i o n s . I t a l s o e x c l u d e s T r e a s u r y 
s e c u r i t i e s a l l o t t e d t o t h e F e d e r a l R e s e r v e f o r new c a s h 
t e n d e r s on b e h a l f of f o r e i g n o f f i c i a l i n s t i t u t i o n s . 
T h i s new 25 p e r c e n t r u l e i s needed b e c a u s e t h e p r o p o r t i o n 
of T r e a s u r y b i l l o f f e r i n g s a c c o u n t e d f o r by t h e c o m p e t i t i v e 
p l u s n o n c o m p e t i t i v e award t o the p u b l i c has d e c l i n e d s i g n i -
f i c a n t l y i n r e c e n t y e a r s . The T r e a s u r y Department e x p e c t s 
t h i s change t o e v e n t u a l l y broaden t h e c o m p e t i t i v e n e s s of t h e 
a u c t i o n p r o c e s s and c o n t r i b u t e t o improved d i s t r i b u t i o n of 
new s e c u r i t i e s . 
Second, b e g i n n i n g June 18, 1979, t h e T r e a s u r y w i l l 
r e q u i r e a l l b i d d e r s i n i t s b i l l a u c t i o n s t o r e p o r t on t h e 
te n d e r form t h e amount of any n e t lon g p o s i t i o n i n e x c e s s 
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of $200 m i l l i o n i n t h e b i l l s b e i n g o f f e r e d . T h i s i n f o r m a t i o n 
s h o u l d r e f l e c t p o s i t i o n s h e l d a t the c l o s e o f b u s i n e s s on t h e 
day p r i o r t o t h e a u c t i o n . Such p o s i t i o n s would i n c l u d e b i l l s 
a c q u i r e d through "when-issued" t r a d i n g , and f u t u r e s and f o r w a r d 
t r a n s a c t i o n s as w e l l as h o l d i n g s of o u t s t a n d i n g b i l l s w i t h 
the same m a t u r i t y d a t e as t h e new o f f e r i n g , e.g. b i l l s w i t h 
t h r e e months to m a t u r i t y p r e v i o u s l y o f f e r e d as six-month b i l l s . 
A l s o , a p r i m a r y d e a l e r b i d d i n g on b e h a l f of a customer w i l l 
be r e q u i r e d t o submit a s e p a r a t e t e n d e r f o r t h e customer when-
ev e r the c u s t o m e r ' s n e t l o n g p o s i t i o n i n the b i l l b e i n g o f f e r e d 
exceeds $200 m i l l i o n a t the c l o s e of b u s i n e s s on t h e day p r i o r 
to t h e a u c t i o n . 
T h i s i n f o r m a t i o n w i l l be t a k e n i n t o c o n s i d e r a t i o n by the 
T r e a s u r y when awarding new b i l l s . The Department's o b j e c t i v e 
i s t o r e d u c e the p o t e n t i a l f o r undue c o n c e n t r a t i o n of owner-
s h i p i n new i s s u e s and t o c o n t r i b u t e t o improved d i s t r i b u t i o n . 
T h i s new r e p o r t i n g r e q u i r e m e n t r e c o g n i z e s t h e r a p i d e x p a n s i o n 
of t r a d i n g i n T r e a s u r y b i l l f u t u r e s a s w e l l as "when-issued" 
t r a d i n g o c c u r r i n g between t h e o f f e r i n g announcement and t h e 
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The following i s a statanent by William T. Bagley, chairman of the 
Conmodity Futures Trading Conmission, in response to a letter from Treasury 
Secretary W. Michael Blumenthal proposing a moratorium on new financial 
futures contracts. 
"We certainly want to and w i l l l i s t e n to the concerns of the Departnent 
of Treasuary. And, correctly founded or not, I am convinced that these concerns 
are sincerely expressed i n a constructive fashion. We welcome that approach on 
the part of Treasury. The CFTC i s proud of the fact that, among regulatory 
agencies, the industry under OMC aegis has grown nore than any other. Assuming 
that a joint study i n financial futunres i s initiated, i t shoijld be concluded 
quickly so that healthy growth can continue. Ihfortunately government has a way 
of studying a market-place u n t i l there i s no longer any place to market." 
# 
DepartmentoftheTREASURY 
IH6T0II.0.C. 28220 TELEPHOUE 
i i i i mm 
FOR IMMEDIATE RELEASE 
0ctX3ber 24, 1978 
Contact: Charles Arnold 
202/566-2041 
TREASURY OPPOSES APPROVAL OF FUTURES CCNTRACTS, PENDING STUDY 
Secretary of the Treasiury W. Michael Blumenthal has strongly 
reccrmended that the Cormodity Futures Trading Ccmmission not 
approve s i x futures contracts based on U.S. Government s e c u r i t i e s 
u n t i l the Treasury and Federal Reserve Board can study the ef f e c t s 
of the proposed trading on Federal debt financing and the market for 
Government s e c u r i t i e s . 
Secretary Blumenthal's request was made i n a l e t t e r delivered 
on Monday, October 23 to Cotmission Chairman William T. Bagley. A 
copy of the l e t t e r i s attached. 
o 0 o 
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T H E S E C R E T A R Y O F T H E T R E A S U R Y 
W A S H I N C T O K 2 0 2 2 0 
October 19, 1978 
Dear Mr. Chairman: 
I am p l e a s e d to respond to the r e q u e s t s of August 28 
and September 11, 1978, from your o f f i c e f o r the v i e w s of 
the T r e a s u r y Department w i t h r e s p e c t to the s i x a p p l i c a -
t i o n s f o r c o n t r a c t market d e s i g n a t i o n s by the Commodity 
F u t u r e s T r a d i n g Commission (the "Commission") l i s t e d i n 
the appendix to t h i s l e t t e r . 
F o r the r e a s o n s s t a t e d below, the T r e a s u r y s t r o n g l y 
recommends t h a t the Commission not d e s i g n a t e c o n t r a c t 
m a rkets as r e q u e s t e d by t h e s e a p p l i c a t i o n s , or any sub-
sequent a p p l i c a t i o n s , based on U n i t e d S t a t e s Government 
s e c u r i t i e s , pending the outcome of a study to be conducted 
j o i n t l y by the Board of Governors of the F e d e r a l R e s e r v e 
System and the T r e a s u r y Department, i n c o o p e r a t i o n w i t h you. 
The T r e a s u r y ' s c o n c e r n s w i t h f u t u r e s c o n t r a c t s based 
on Government s e c u r i t i e s were d i s c u s s e d a t l e n g t h i n 
Deputy S e c r e t a r y C a r s w e l l ' s l e t t e r s of A p r i l 13, 1978, 
t o the Chairman of the Senate Subcommittee on A g r i c u l t u r a l 
R e s e a r c h and G e n e r a l L e g i s l a t i o n and t o the Chairman of 
the House Subcommittee on C o n s e r v a t i o n and C r e d i t and i n 
Under S e c r e t a r y Solomon's l e t t e r to you of August 10, 1978. 
As you know, t h e s e c o n c e r n s were r e c o g n i z e d i n P u b l i c 
Law 95-405 which r e q u i r e s the Commission t o c o n s i d e r the 
e f f e c t of c o n t r a c t market d e s i g n a t i o n s c o n c e r n i n g Govern-
ment s e c u r i t i e s on the "debt f i n a n c i n g r e q u i r e m e n t s of 
the U n i t e d S t a t e s Government and the c o n t i n u e d e f f i c i e n c y 
and i n t e g r i t y of t h e u n d e r l y i n g market f o r government 
s e c u r i t i e s . " 
The T r e a s u r y d i d not oppose the o r i g i n a l d e s i g n a -
t i o n s of c o n t r a c t markets i n v o l v i n g T r e a s u r y b i l l s , nor 
has i t opposed c o n t i n u e d t r a d i n g i n t h e s e m a r k e t s . T h e r e 
a r e p o t e n t i a l problems, however, a r i s i n g from the p r o p o s a l 
t o p e r m i t s i m u l t a n e o u s t r a d i n g on d i f f e r e n t exchanges of 
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13-week b i l l c o n t r a c t s based on the same T r e a s u r y b i l l 
a u c t i o n . T r a d i n g on more than one exchange would c r e a t e a 
p o t e n t i a l f o r m a n i p u l a t i o n and o t h e r abuses which would 
appear t o r e q u i r e , a t a minimum, t h a t the Commission p r o v i d e 
f o r c o o r d i n a t e d s u r v e i l l a n c e and r e g u l a t i o n and c o n s o l i d a t e d 
r e p o r t i n g a t the o u t s e t . 
As you know, we have e x p r e s s e d a number of c o n c e r n s 
w i t h r e s p e c t to c o n t r a c t market desi.gnations i n v o l v i n g 
T r e a s u r y coupon s e c u r i t i e s . U n l i k e T r e a s u r y b i l l s , w hich 
a r e h i g h l y l i q u i d s h o r t - t e r m i n s t r u m e n t s and a r e a c t i v e l y 
t r a d e d throughout t h e i r l i v e s , the l o n g e r term T r e a s u r y 
n o t e s and bonds a r e t y p i c a l l y h e l d by permanent i n v e s t o r s . 
The T r e a s u r y r e l i e s on t h e s e i n v e s t o r s t o f i n a n c e the major 
p o r t i o n of the p u b l i c debt. As t h e s e coupon s e c u r i t i e s a r e 
p l a c e d w i t h them, secondary m.arket t r a d i n g and the a v a i l -
a b i l i t y of s e c u r i t i e s f o r d e l i v e r y a r e s i g n i f i c a n t l y reduced. 
We have been concerned, t h e r e f o r e , t h a t market p r i c e s on 
o u t s t a n d i n g T r e a s u r y coupon s e c u r i t i e s , and t h u s p r i c e s on 
T r e a s u r y new i s s u e s , c o u l d be a d v e r s e l y a f f e c t e d by a l a r g e 
volume of t r a d i n g i n any f u t u r e s c o n t r a c t s based on T r e a s u r y 
coupon s e c u r i t i e s . 
I t i s e s s e n t i a l t h a t the T r e a s u r y m a i n t a i n the f l e x i -
b i l i t y to f i n a n c e t h e p u b l i c debt a t the l o w e s t p o s s i b l e 
c o s t c o n s i s t e n t w i t h the f i s c a l r e q u i r e m e n t s of the Govern-
ment and the needs of the economy. We have c o n c l u d e d , 
however, t h a t i n a v e r y p r a c t i c a l s e n s e . T r e a s u r y ' s f l e x i -
b i l i t y would be r educed by the e s t a b l i s h m e n t of a f u t u r e s 
market which i s h e a v i l y dependent upon an e x p e c t e d new i s s u e 
by the T r e a s u r y . I t s h o u l d not be assumed t h a t the r e g u l a r 
i s s u a n c e o f T r e a s u r y c y c l e n o t e s w i l l c o n t i n u e i n i t s 
p r e s e n t p a t t e r n . These note c y c l e s were e s t a b l i s h e d b e g i n -
n i n g i n 1974 to d e a l w i t h the f i n a n c i n g o f the e x t r a o r d i n a r y 
budget d e f i c i t s of r e c e n t y e a r s . As we c o n t i n u e toward t h e 
P r e s i d e n t ' s o b j e c t i v e of r e d u c i n g and e l i m i n a t i n g budget 
d e f i c i t s , t h e m a t u r i t i e s of T r e a s u r y new i s s u e s may w e l l 
change s u b s t a n t i a l l y . J u s t l a s t month, i n the f a c e o f 
d e c l i n i n g f i n a n c i n g r e q u i r e m e n t s , t h e T r e a s u r y s u b s t i t u t e d a 
1 5 - y e a r bond i s s u e f o r the u s u a l 5-year c y c l e n ote. VThile 
many market p a r t i c i p a n t s had e x p e c t e d a 5-year note i s s u e , 
we d i d not have to d e a l w i t h an e s t a b l i s h e d f u t u r e s market 
i n 5-year n o t e s and we were a b l e to a c c o m p l i s h t h i s change 
on s h o r t n o t i c e w i t h minimum market impact. Once a f u t u r e s 
market dependent on i s s u a n c e o f c e r t a i n Government s e c u r i -
t i e s ^omes i n t o e x i s t e n c e . T r e a s u r y c o u l d be i n f l u e n c e d , a s 
a p r a c t i c a l m a t t e r , by the p o t e n t i a l d i s a p p o i n t m e n t o f t h e 
e x p e c t a t i o n s (even though not s t r i c t l y w a r r a n t e d ) o f p a r t i -
c i p a n t s i n t h i s market. 
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T r e a s u r y debt management f l e x i b i l i t y would a l s o be 
reduced by the e x i s t e n c e of f u t u r e s markets dependent 
upon the a v a i l a b i l i t y o f o u t s t a n d i n g T r e a s u r y coupon 
s e c u r i t i e s . For e x a m p l e , t h e T r e a s u r y has a t t i m e s 
engaged i n advance r e f u n d i n g s of o u t s t a n d i n g T r e a s u r y 
i s s u e s , and the T r e a s u r y r e c e n t l y gave s e r i o u s c o n s i d e r a -
t i o n to a c t u a l l y p u r c h a s i n g c e r t a i n o u t s t a n d i n g i s s u e s to 
r e l i e v e c o n g e s t i o n i n c e r t a i n m a t u r i t y a r e a s of the market. 
Such debt management o p e r a t i o n s by the T r e a s u r y c o u l d 
r e s u l t i n the unexpected withdrav/al from the market o f 
c e r t a i n s e c u r i t i e s , or groups o f s e c u r i t i e s , which c o n -
s t i t u t e d p a r t o r a l l of the a n t i c i p a t e d d e l i v e r a b l e s u p p l y 
i n the f u t u r e s market. T h u s i t may not be p o s s i b l e t o 
d e l i v e r the s e c u r i t y s p e c i f i e d i n the f u t u r e s c o n t r a c t . 
Even i f the c o n t r a c t were based on a " b a s k e t of s e c u r i t i e s , 
as has been s u g g e s t e d , t h ^ r e i s no a s s u r a n c e t h a t t h e p r e -
d e t e r m i n e d group of s e c u r i t i e s w i l l be r e a d i l y a v a i l a b l e 
i n s u f f i c i e n t s u p p l y a t the d e l i v e r y d a t e . 
We a r e d e e p l y concerned w i t h the c u r r e n t p r o p o s a l s 
f o r f u t u r e s t r a d i n g based on 2-year n o t e s , 4-year n o t e s , 
and 4 to 6 y e a r n o t e s . Based on the l i m i t e d i n f o r m a t i o n 
a v a i l a b l e t o us now, i t i s our judgment t h a t such t r a d -
i n g c o u l d have an a d v e r s e impact on the debt f i n a n c i n g 
r e q u i r e m e n t s of the U n i t e d S t a t e s Government. The o v e r -
r i d i n g purpose of the Government s e c u r i t i e s market i s t o 
f i n a n c e the p u b l i c debt, and any development t h a t may 
d e t r a c t from t h a t purpose must c l e a r l y be viewed as con-
t r a r y to the p u b l i c i n t e r e s t u n t i l such time as i t i s 
proven not to do so. I n view of t h i s c o n c l u s i o n , we do 
not b e l i e v e t h a t the s i m p l e a s s e r t i o n of a board of t r a d e 
t o the c o n t r a r y would p e r m i t the Commission t o f i n d t h a t 
the board had " d e m o n s t r a t e ( d ) t h a t t r a n s a c t i o n s f o r f u t u r e 
d e l i v e r y i n the (Government s e c u r i t i e s ) f o r which d e s i g n a -
t i o n as a c o n t r a c t market i s sought w i l l not be c o n t r a r y 
t o the p u b l i c i n t e r e s t " as r e q u i r e d by the Commodity 
Exchange A c t . 
I a s s u r e you t h a t we d i d not come to t h i s c o n c l u s i o n 
l i g h t l y . I am d e e p l y committed to the p h i l o s o p h y t h a t our 
economy f u n c t i o n s b e s t i f f r e e markets a r e p e r m i t t e d to 
f l o u r i s h . Y e t , a f t e r c a r e f u l c o n s i d e r a t i o n of the s p e c i a l 
r o l e of the Government s e c u r i t i e s market and the r e q u i r e -
ments' of the Commodity Exchange A c t , as amended, I have 
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c o n c l u d e d t h a t U.S. T r e a s u r y n o t e s and bonds s h o u l d not be 
used as a b a s i s f o r t r a d i n g i n the f u t u r e s market u n t i l more 
i n f o r m a t i o n c o n c e r n i n g the market i s a v a i l a b l e t o u s . 
I n a d d i t i o n to the p r a c t i c a l consequences f o r debt 
management, we a r e a l s o concerned by the l a c k of adequate 
i n f o r m a t i o n about the r e l a t i o n s h i p between the f u t u r e s 
market and the c a s h market f o r GoverniTient s e c u r i t i e s . Under 
S e c r e t a r y Solomon's August 10 l e t t e r r a i s e d s e r i o u s q u e s t i o n s 
c o n c e r n i n g t h e adequacy of i n f o r m a t i o n about the c a s h market 
s u p p l i e d t o the Comm.ission i n c o n n e c t i o n w i t h i t s c o n s i d e r -
a t i o n of t h e f o u r - y e a r note p r o p o s a l of the Chicago M e r c a n t i l e 
Exchange. T h i s i n f o r m a t i o n gap has not y e t been s a t i s f a c -
t o r i l y c l o s e d . 
T h e r e i s a l s o a need f o r c o o r d i n a t e d r e p o r t i n g of 
p o s i t i o n s i n the u n d e r w r i t i n g of Government s e c u r i t i e s i n 
the s p o t market w i t h p o s i t i o n s i n the f u t u r e s market. I n 
t h i s r e g a r d , the T r e a s u r y and the F e d e r a l R e s e r v e a r e 
expanding the p r i m a r y d e a l e r r e p o r t i n g system to i n c l u d e 
d i s c l o s u r e of f u t u r e s t r a d i n g a c t i v i t y . The New York 
F e d e r a l R e s e r v e Bank would r e q u i r e s e p a r a t e d a i l y d e a l e r 
r e p o r t i n g forms which w i l l i n c l u d e volume of t r a d i n g a c t i v i t y 
as w e l l as p o s i t i o n s i n f u t u r e s c o n t r a c t s based on U.S. 
Government s e c u r i t i e s . When the expanded system becomes 
o p e r a t i v e , we can conduct the e s s e n t i a l s t u d i e s of p o s s i b l e 
b e n e f i t s and d e t r i m e n t s of f u t u r e s a c t i v i t y on the c a s h 
miarket f o r Government s e c u r i t i e s . 
I n view of the c u r r e n t p r o l i f e r a t i o n of new p r o p o s a l s 
f o r f u t u r e s c o n t r a c t s based on T r e a s u r y s e c u r i t i e s and t h e 
l a c k of i n f o r m a t i o n a v a i l a b l e to us, we cannot be a s s u r e d 
t h a t t h e s e markets w i l l not d e v e l o p i n a manner i n c o n s i s t e n t 
w i t h the p u b l i c i n t e r e s t . Thus, I b e l i e v e t h a t a t t h i s t ime 
no f u r t h e r c o n t r a c t d e s i g n a t i o n s based on T r e a s u r y b i l l s o r 
coupon s e c u r i t i e s s h o u l d be approved. Although I r e a l i z e 
t h a t the Commission has the power to withdraw c o n t r a c t 
d e s i g n a t i o n s i n t h e a p p r o p r i a t e c i r c u m s t a n c e s , i t i s un-
q u e s t i o n a b l y more d i f f i c u l t to e x e r c i s e t h a t a u t h o r i t y t h a n 
to d e l a y a p p r o v a l of new c o n t r a c t d e s i g n a t i o n s where impor-
t a n t i n f o r m a t i o n about t h e i r impact i s l a c k i n g . We r e a l i z e 
t h a t no s t u d y can s u p p l y d e f i n i t i v e answers t o a l l t h e 
q u e s t i o n s a new c o n t r a c t may r a i s e . However, we b e l i e v e 
t h a t t h e F e d e r a l R e s e r v e an'^ . the T r e a s u r y , w i t h t h e Commis-
s i o n ' s c o o p e r a t i o n , can conduct the n e c e s s a r y s t u d i e s of t h e 
l i k e i y impact of t h e s e f u t u r e s m arkets on the c a s h market 
f o r T r e a s u r y s e c u r i t i e s . Because of the unique importance t o 
the p u b l i c of the c o s t of T r e a s u r y f i n a n c i n g , t h i s i n f o r m a -
t i o n s h o u l d be a v a i l a b l e b e f o r e an e x t e n s i v e market i n 
f u t u r e s c o n t r a c t s based on U.S. Government s e c u r i t i e s i s 
p e r m i t t e d to d e v e l o p . 
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We have d i s c u s s e d p r e p a r a t i o n of such s t u d i e s w i t h 
the F e d e r a l R e s e r v e Board which i s e x p e c t e d t o c o n s i d e r 
the m a t t e r i n the near f u t u r e . We a r e p r e p a r e d to p r o -
ceed i m m e d i a t e l y . We look forward to c o o r d i n a t i n g w i t h 
you and d i s c u s s i n g how t h a t can b e s t be done. 
The Honorable 
W i l l i a m T, B a g l e y 
Chairman 
Commodity F u t u r e s T r a d i n g Commission 
Washington, D.C. 20581 
S i n c e r e l y , 
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JOINT RECOMMENDATIONS ON FUTURES CONTRACTS 
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I n e I r e a s u r y D e p a r t m e n t and t h e F e d e r a l R e s e r v e Board t o d a y 
r e l e a s e d j o i n t r e c o m m e n d a t i o n s t o t h e C o m m o d i t y F u t u r e s T r a d i n g 
C o m m i s s i o n (CFTC) on f u t u r e s t r a d i n g i n T r e a s u r y s e c u r i t i e s . 
The r e c o m m e n d a t i o n s r e s u l t f r o m a s t u d y by t h e T r e a s u r y and 
F e d e r a l R e s e r v e . The s t u d y was i n i t i a t e d a f t e r T r e a s u r y S e c r e t a r y V. . 
M i c h a e l B l u m e n t h a l and F e d e r a l Reserve C h a i r m a n G. V v i l l i a m M i l l e r , i n 
O c t o b e r 1 978 l e t t e r s t o t h e CFTC, e x p r e s s e d c o n c e r n s o v e r t h e p o s s i b l e 
c o n s e q u e n c e s o f f u r t h e r r a p i d e x p a n s i o n i n t r a d i n g o f T r e a s u r y f u t u r e s 
c o n t r a c t s . 
I n t h e i r O c t o b e r l e t t e r s , S e c r e t a r y B l u m e n t h a l and C h a i r m a n 
K i l l e r s u g g e s t e d a m o r a t o r i u m on new a u t h o r i z a t i o n s o f T r e a s u r y 
f u t u r e s c o n t r a c t s u n t i l a T r e a s u r y / F e d e r a l R e s e r v e s t u d y c o u l d be 
c o m i p l e t e d . 
A r e p o r t s u m m a r i z i n g t h e s t u d y ' s f i n c i n c s and t h e j o i n t r e c o m -
m e n d a t i o n s i s a t t a c h e d . I t was s e n t t o d a y t o t h e CTFC. 
I h e T r e a s u r y and F e d e r a l Reserve recommend t h a t : 
1 . A d e q u a c y o f D e l i v e r a b l e S u p p l y 
The CIFC s h o u l d c o n s i d e r n o t j u s t t h e w i d t h o f t h e 
m a t u r i t y r a n g e d e f i n i n g i s s u e s e l i g i b l e f o r d e l i v e r y , 
b u t a l s o t h e numbe r o f a l r e a d y o u t s t a n d i n g i s s u e s t h a t 
w i l l move i n t o t h a t range as t h e c o n t r a c t a p p r o a c h e s 
d e l i v e r y , t h e s i z e o f t h o s e i s s u e s , and t h e i r l i k e l y 
a v a i l a b i l i t y i n t h e s e c o n d a r y m a r k e t ( a s s u g g e s t e d b y 
t h e l e n g t h o f t i m e t h e y have b e e n o u t s t a n d i n g and t h e i r 
o i s t r i b u t i o n by t y p e o f h o l d e r ) . T h e s e q u e s t i o n s 
s h o u l d be a d d r e s s e d e x p l i c i t l y i n t h e a n a l y s i s p r e p a r e d 
f o r t h e C o m m i s s i o n by i t s s t a f f when new c o n t r a c t 
d e s i g n a t i o n s a r e b e i n g c o n s i d e r e d . S t u d i e s o f how t h e 
p r i c e s o f g i v e n i s s u e s v a r y r e l a t i v e t o t h o s e o f a d j a-
c e n t i s s u e s w i l l h e l p t o s h e d 1 i g h t o n t h i s q u e s t i o n o f 
a v a i l a b i l i t y . 
I n no c a s e s h o u l d t h e CFTC a p p r o v e a c o n t r a c t t h a t d e -
p e n d s f o r i t s d e l i v e r a b l e s u p p l y s o l e l y o n a p a r t i c u l a r 
s e c u r i t y y e t t o be i s s u e d . 
Where c o n t r a c t s s p e c i f y a r e l a t i v e l y n a r r o w m a t u r i t y 
r a n g e f o r t h e d e l i v e r a b l e s u p p l y , a p p r o v a l s h o u l d a l s o 
be w i t h h e l d o n new c o n t r a c t s i f t h e d e l i v e r a b l e s u p p l y 
o f a l r e a d y o u t s t a n d i n g m a t u r i t i e s c o n s i s t s o f o n l y 
B-1604 
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s m a l l a m o u n t s o f c l o s e l y - h e l d i s s u e s . 
To a s s u r e t h a t t h e e x c h a n g e s r e g u l a r l y r e v i e w t h e termis 
o f a l l o u t s t a n d i n g c o n t r a c t s i n r e l a t i o n t o c h a n g e s i n 
t h e s t r u c t u r e o f m a r k e t a b l e F e d e r a l d e b t , t h e CFTC 
s h o u l d r e e s t a b l i s h a " s u n s e t " p r o v i s i o n f o r new c o n -
t r a c t s r e q u i r i n g them t o be r e v i e w e d and r e a u t h o r i z e d 
e v e r y few y e a r s . 
2. E x i s t i n g 1 - y e a r B i l l C o n t r a c t 
Because i t s d e l i v e r a b l e s u p p l y d e p e n d s w h o l l y on a 
s i n g l e new s e c u r i t y n o t y e t i s s u e d , t h e e x i s t i n g 1 - y e a r 
b i l l c o n t r a c t s h o u l d be m o d i f i e d t o a s s u r e a b r o a d e r 
d e l i v e r a b l e s u p p l y o r , i n t h e a l t e r n a t i v e , w i t h d r a w n . 
3. E x i s t i n g 3-month B i l l C o n t r a c t 
Because t h e 3-month b i l l c o n t r a c t has become so w e l l 
e s t a b l i s h e d and so a c t i v e l y u sed i n i t s p r e s e n t f o r m , a 
r e d e f i n i t i o n o f d e l i v e r a b l e s u p p l y a t t h i s j u n c t u r e 
seems u n w a r r a n t e d . 
H owever, i n v i e w o f t h e c o n c e r n s e x p r e s s e d by m a r k e t 
p a r t i c i p a n t s t h a t t h e 3-month c o n t r a c t has been v u l n e r -
a b l e t o s q u e e z e s u n a e r c e r t a i n c o n d i t i o n s , s t e p s s h o u l d 
be t a k e n t o m i n i m i z e t h e s e p o s s i b i l i t i e s t h r o u g h 
i m p r o v e d d a t a c o l l e c t i o n and m o n i t o r i n g o f i n t e r a c t i o n s 
b e t w e e n t h e f u t u r e s and c a s h m a r k e t s . 
4. P o t e n t i a l R i s k s o f C o n t r a c t P r o l i f e r a t i o n 
The CFTC s h o u l d p r o c e e d g r a d u a l l y i n a u t h o r i z i n g a d d i -
t i o n a l c o n t r a c t s f o r f i n a n c i a l f u t u r e s . I n t h e 
u n t e s t e d i n t e r m e d i a t e - t e r m s e c t o r , f o r e x a m p l e , a f i r s t 
s t e p m i g h t be t o a u t h o r i z e o n l y one n o t e c o n t r a c t , on 
one e x c h a n g e , w i t h a r a n g e o f e l i g i b l e m . a t u r i t i e s s u f -
f i c i e n t t o p r o v i d e a r e a s o n a b l e " m a r k e t b a s k e t " o f 
d e l i v e r a b l e s u p p l y . F u r t h e r , t h e CFTC s h o u l d n o t 
d e s i g n a t e c o n t r a c t m a r k e t s on more t h a n one e x c h a n g e 
f o r e s s e n t i a l l y i d e n t i c a l c o n t r a c t s u n l e s s i t h a s 
e n t e r e d i n t o f o r m a l a g r e e m e n t s w i t h e a c h e x c h a n g e t o 
p r o v i d e u n i f o r m , r e p o r t i n g o f c o n t r a c t p o s i t i o n s t o t h e 
CFIC and t o e s t a b l i s h u n i f o r m e m e r g e n c y p r o c e d u r e s t h a t 
w o u l d be i m p l e m e n t e d j o i n t l y and c o i n c i d e n t l y a t t h e 
r e q u e s t o f t h e CFTC. 
5. S a f e g u a r d s f o r I n v e s t o r s 
F u r t h e r s t u d y o f i n v e s t o r p r o t e c t i o n and e x c h a n g e r e g u -
l a t i o n b e i n g c o n d u c t e d j o i n t l y by t h e CFTC, t h e ' 
T r e a s u r y , and t h e S e c u r i t i e s and Exchange C o m m i s s i o n 
s h o u l d p r o c e e d . Among t h e i s s u e s t o be e x p l o r e d s h o u l d 
be a p p r o p r i a t e c u s t o m e r s u i t a b i l i t y s t a n d a r d s , m a r g i n 
r e q u i r e m e n t s , and p o s i t i o n s l i m i t s . 
I n a d d i t i o n , t h e CFTC and t h e e x c h a n g e s p r o m o t i n g 
f u t u r e s c o n t r a c t s s h o u l d make c l e a r s e c u r i t i e s a r e n o t 
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o b l i g a t i o n s of the U.S. T r e a s u r y . To a v o i d any c o n f u -
s i o n on t h i s q u e s t i o n , the e x c h a n g e s s h o u l d not u s e 
p i c t u r e s of t h e T r e a s u r y b u i l d i n g or of T r e a s u r y 
s e c u r i t i e s i n t h e i r p r o m o t i o n a l m a t e r i a l . 
I h e f u l l s t u d y w i l l be r e l e a s e d l a t e r . 
O 0 0 O 
I n t r o d u c t i o n 
The r a p i d g rowth i n r e c e n t y e a r s o f f u t u r e s t r a d i n g i n U. S. 
Government s e c u r i t i e s r a i s e s a number of q u e s t i o n s o f i m p o r t a n c e t o t h e 
T r e a s u r y and t o t h e T e d e r a l Reserve: 
Does f u t u r e s t r a d i n g i n U. S. Government s e c u r i t i e s 
a f f e c t a d v e r s e l y t h e e f f i c i e n c y and i n t e g r i t y o f 
the u n d e r l y i n g cash market f o r t h o s e s e c u r i t i e s ? 
I s the t r a d i n g o f f u t u r e s c o n t r a c t s w h i c h depend 
on d e l i v e r a b l e s u p p l i e s o f Government s e c u r i t i e s 
l i k e l y t o c o n s t r a i n the T r e a s u r y i n i t s debt 
management d e c i s i o n s ? 
W i l l t h e exchanges and t h e Commodity F u t u r e s T r a d i n g 
Commission (CFTC) be capable o f m a i n t a i n i n g e f f e c -
t i v e s u r v e i l l a n c e o f f i n a n c i a l f u t u r e s m a r k e t s , 
p a r t i c u l a r l y as e s s e n t i a l l y d u p l i c a t i v e c o n t r a c t s 
t r a d e s i m u l t a n e o u s l y on s e v e r a l exchanges? 
I s t h e r e a danger t h a t u n s o p h i s t i c a t e d i n v e s t o r s 
w i l l n o t f u l l y a p p r e c i a t e t h e r i s k s i n h e r e n t i n 
f u t u r e s c o n t r a c t s whose names suggest t h e b a c k i n g 
o f the U. S. Treasury? 
The September 30, 1978, l e g i s l a t i o n (P.L. 9 5 - 4 - 5 ) , w h i c h renewed 
t h e a u t h o r i t y of t h e CFTC to r e g u l a t e f u t u r e s m a r k e t s , d i r e c t s t h e Commis-
s i o n to s o l i c i t t h e a d v i c e of t h e T r e a s u r y and t h e F e d e r a l Reserve b e f o r e 
a u t h o r i z i n g any a d d i t i o n a l f u t u r e s c o n t r a c t s t h a t s p e c i f y d e l i v e r y o f U. S. 
Government s e c u r i t i e s . The A c t a l s o r e q u i r e s t h e Commission t o c o n s i d e r 
t h e i m p a c t o f such f u t u r e s t r a d i n g on t h e debt management r e q u i r e m e n t s o f 
t h e T r e a s u r y and on t h e e f f i c i e n c y and i n t e g r i t y of t h e market f o r U. S. 
Government s e c u r i t i e s . C o n f r o n t e d w i t h t h e need t o comment on s e v e r a l 
p e n d i n g c o n t r a c t p r o p o s a l s , y e t l a c k i n g a body o f r e s e a r c h on w h i c h o p i n i o n s 
c o u l d be f i r m l y grounded, t h e S e c r e t a r y of the Treasury and the Chairman 
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o f t h e Board o f Governors w r o t e the CFTC i n October, 1978, s u g g e s t i n g an 
immediate Treasury-FRB s t u d y and r e q u e s t i n g a m o r a t o r i u m on new a u t h o r i z a -
t i o n s o f T r e a s u r y f u t u r e s c o n t r a c t s u n t i l t h e s t u d y c o u l d be completed. 
S i n c e t h e n t h e s t a f f s of t h e T r e a s u r y and t h e F e d e r a l Reserve 
have c o n d u c t e d over t h i r t y i n t e r v i e w s w i t h a wide v a r i e t y o f p a r t i c i p a n t s 
i n b o t h t h e cash and f u t u r e s markets f o r Government s e c u r i t i e s . The f i n d i n g s 
f r o m t h e s e i n t e r v i e w s , f r o m c u r r e n t s t a f f s t u d i e s , and f r o m p r e v i o u s s t u d i e s 
o f f u t u r e s markets a r e summarized below under t h r e e broad headings. 
1. The p o t e n t i a l b e n e f i t s from these m a r k e t s ; 
2. The p o t e n t i a l problems w h i c h t h e y m i g h t pose f o r 
the e f f i c i e n t o p e r a t i o n o f t h e u n d e r l y i n g market 
i n U. S. Government s e c u r i t i e s , f o r t h e T r e a s u r y 
i n i t s debt management, and f o r p a r t i c u l a r 
c a t e g o r i e s of i n v e s t o r s ; and 
3. C o n c l u s i o n s and recoimnendations. 
The d i s c u s s i o n o f t h e f i n d i n g s i s preceded by a b r i e f i n t r o d u c t i o n t o the 
i n s t i t u t i o n a l background o f f i n a n c i a l f u t u r e s . A much more complete 
d i s c u s s i o n o f t h e p o t e n t i a l s t r e n g t h s and problems o f f u t u r e s markets i s 
c o n t a i n e d i n a s e p a r a t e s t a f f r e p o r t (Volume I I o f t h i s s t u d y ) , which a l s o 
i n c l u d e s a summary o f t h e i n t e r v i e w s w i t h market p a r t i c i p a n t s and a more 
e x t e n s i v e t r e a t m e n t o f t h e r e g u l a t o r y s t r u c t u r e o f t h e i n d u s t r y . 
The I n s t i t u t i o n a l Background 
1. The P r o d u c t 
A f u t u r e s c o n t r a c t i s an agreement t o buy or s e l l a p a r t i c u l a r 
g o o d — t r a d i t i o n a l l y , an a g r i c u l t u r a l c o m m o d i t y — o n some s p e c i f i e d f u t u r e 
d a t e , but a t a p r i c e d e t e r m i n e d now by c o m p e t i t i v e b i d d i n g on t h e f l o o r of 
exchange. Since l a t e 1975, f u t u r e s c o n t r a c t s on a number of f i n a n c i a l 
i nstruments have been i n t r o d u c e d , i n c l u d i n g ones based on 3-month and 1-year 
Treasury b i l l s , w h i c h t r a d e on t h e I n t e r n a t i o n a l Monetary Market (ll'SA) o f 
the Chicago M e r c a n t i l e Exchange (CI-E) , and one based on l o n g - t e r m Treasury 
bonds, which i s l i s t e d on t h e Chicago Board o f Trade (CBOT). A p p l i c a t i o n s 
l,v these and o t h e r exchanges f o r a d d i t i o n a l c o n t r a c t s on T r e a s u r y s e c u r i t i e s 
are now pending b e f o r e the CFTC. Some of them are e s s e n t i a l l y d u p l i c a t i v e 
of the b i l l and bend c o n t r a c t s , but o t h e r s propose f u t u r e s c o n t r a c t s on 
Treasury n o t e s r a n g i n g i n m a t u r i t i e s fror.i two t o seven y e a r s . 
T r a d i n g volume i n t h e 3-month b i l l and bond c o n t r a c t s has grown 
r a p i d l y , a v e r a g i n g over '4,000 c c n ' r a c t s a day f o r each. (A s i n g l e b i l l 
c o n t r a c t i s f o r $1 m i l l i o n f a c e v a l u e o f b i l l s ; each bond c o n t r a c t , f o r 
$100,000 par v a l u e o f bonds.) The number o f c o n t r a c t s o u t s t a n d i n g ( t h e 
"open i n r e r e s t " ) r e c e n t l y has been r o u g h l y 55,000 i n the case o f t h e 3-rconth 
b i l l s and 45,000 f o r t h e bonds. I n t e r v i e w s w i t h market p a r t i c i p a n t s i n d i c -
ate thac t h i s t r a d i n g a c t i v i t y has been l a r g e l y s p e c u l a t i v e , a l t h o u g h ther-e 
i s evidence of h e d g i n g by i n v e s t o r s s e e k i n g p r o t e c t i o n a g a i n s t the r i s k o f 
i n t e r e s t r a t e changes. (The d i f f i c u l t y i n d i s t i n g u i s h i n g h edging from 
s p e c u l a t i n g i s d i s c u s s e d below.) 
D e s p i t e the heavy t r a d i n g volume, t y p i c a l l y o n l y a r e l a t i v e l y 
s m a l l number o f c o n t r a c t s c u l m i n a t e i n a c t u a l d e l i v e r y on each m a t u r i t y d a t e , 
the remainder h a v i n g been l i q u i d a t e d by o f f s e t t i n g t r a d e s . T h i s p a t t e r n of 
few d e l i v e r i e s i s common t o a l l o r g a n i z e d f u t u r e s m a r k e t s , i . e . , markets on 
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w h i c h s t a n d a r d i z e d c o n t r a c t s f o r f u t u r e d e l i v e r y a r e t r a d e d on r e g u l a t e d 
exchanges, which r e q u i r e a l l p o s i t i o n s t o be "marked t o m a r k e t " d a i l y . By 
c o n t r a s t , d e l i v e r i e s a r e t h e r u l e r a t h e r t h a n the e x c e p t i o n f o r f o r w a r d 
c o n t r a c t s , w h i c h a r e u n r e g u l a t e d agreements between two p a r t i e s t o exchange 
a good o r s e c u r i t y a t an agreed-upon p r i c e on some s p e c i f i e d f u t u r e d a t e , 
and w h i c h can be t a i l o r e d t o meet i n d i v i d u a l needs. 
2- Exchanges 
Exchanges a r e n o n p r o f i t a s s o c i a t i o n s whose membership i s g e n e r a l l y 
composed o f i n d i v i d u a l s . The p r i v i l e g e s o f exchange membership i n c l u d e the 
r i g h t t o t r a d e on t h e f l o o r f o r one's own a c c o u n t , t h e r i g h t t o c o l l e c t a 
b r o k e r a g e f e e f o r e x e c u t i n g t r a d e s f o r o t h e r s , and t h e r i g h t t o v o t e f o r 
t h e members o f the g o v e r n i n g body o f the exchange. The g o v e r n i n g b o d y — 
composed o f b o t h members and nonmembers—is u l t i m a t e l y r e s p o n s i b l e f o r 
e n a n c t i n g and e n f o r c i n g t h e r u l e s of the exchange and, t h u s , f o r much o f the 
s e l f — r e g u l a t i o n of t h e f u t u r e s i n d u s t r y . 
Each exchange m a i n t a i n s a c l e a r i n g h o u s e w h i c h a c t s as a t h i r d 
p a r t y t o every t r a d e . That i s , t h e c l e a r i n g h o u s e i s d i r e c t l y or i n d i r e c t l y 
t h e o t h e r p a r t y i n every f u t u r e s c o n t r a c t : t h e buyer t o every s e l l e r , and 
v i c e v e r s a . I n t h i s sense, t h e exchange stands b e h i n d e v e r y c o n t r a c t . 
Exchange members a c q u i r i n g c o n t r a c t s f o r t h e i r own account or f o r 
t h e i r customers must d e p o s i t a s s e t s w i t h t h e exchange e q u a l t o a c e r t a i n 
p r o p o r t i o n o f t h e i r c o n t r a c t u a l o b l i g a t i o n s . Such d e p o s i t s , w h i c h can take 
s e v e r a l forms i n c l u d i n g cash, T r e a s u r y s e c u r i t i e s o r , i n some cases, a 
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l e t t e r o f c r e d i t , a r e cotnmonly r e f e r r e d t o as m a r g i n s . They a r e , however, 
r e a l l y i n t h e n a t u r e o f a bond t h a t g u a r a n t e e s e v e n t u a l performance o f 
c o n t r a c t terms r a t h e r t h a n a down-payment t h a t l i m i t s t h e use of c r e d i t to 
purchase a s e c u r i t y . The exchanges have e x c l u s i v e a u t h o r i t y t o s e t m a r g i n 
l e v e l s . 
The e q u i t y v a l u e o f t h e exchange member's m a r g i n account w i l l , 
of c o u r s e , vary w i t h the market p r i c e o f c o n t r a c t s . At t h e end o f each 
t r a d i n g day t h e c l e a r i n g h o u s e "marks t o m a r k e t " each a c c o u n t — i . e . , t h e 
e f f e c t s o f the day's p r i c e movement a r e c a l c u l a t e d . I f a l o s s i n i n c u r r e d 
w h i c h d e p l e t e s t h e m a r g i n a c c o u n t , t h e exchange member i s n o t i f i e d and he 
must send a c e r t i f i e d check b e f o r e t h e s t a r t o f b u s i n e s s t h e f o l l o w i n g 
m o r n i n g t o r e s t o r e t h e account t o i t s r e q u i r e d l e v e l . 
The exchanges a l s o r e q u i r e t h e i r members t o o b t a i n margins f r o m 
t h e i r customers. These accounts a r e a l s o marked t o market, b u t t h e p r o -
cedures memebers use f o r t h e i r customers on m a r g i n i n g and marking t o m a r k e t 
do n o t have t o be u n i f o r m . 
3. The CFTC 
The Commodity F u t u r e s T r a d i n g Commission, e s t a b l i s h e d i n 1975, i s 
composed o f a Chairman and f o u r o t h e r Commissioners a p p o i n t e d by t h e P r e s i -
d e n t and c o n f i r m e d by t h e Senate t o serve s t a g g e r e d f i v e - y e a r t e r m s . The 
CFTC has broad r e g u l a t o r y a u t h o r i t y over f u t u r e s t r a d i n g , and i t must approve 
a l l f u t u r e s c o n t r a c t s t r a d e d on U. S. exchanges, ensure t h a t t h e exchanges 
e n f o r c e t h e i r own r u l e s ( w h i c h i t must r e v i e w and a p p r o v e ) , and d i r e c t an 
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exchange t o t a k e any a c t i o n needed t o m a i n t a i n o r d e r l y markets whenever i t 
b e l i e v e s t h a t an "emergency," such as market m a n i p u l a t i o n , e x i s t s . U 
P o t e n t i a l B e n e f i t s frcrm 
F i n a n c i a l F u t u r e s 
F u t u r e s m a r k e t s can b e n e f i t s o c i e t y by (1) r e a l l o c a t i n g r i s k t o 
t h o s e more t o l e r a n t n f i t , and (2) a g g r e g a t i n g i n f o r m a t i o n and making i t 
a v a i l a b l e t o everyone a t a low c o s t . T h i s s e c t i o n w i l l d e s c r i b e how these 
s e r v i c e s a r e p r o v i d e d by f u t u r e s markets and examine whether they c o u l d be 
p r o v i d e d j u s t as w e l l w i t h o u t such m a r k e t s , p a r t i c u l a r l y i n t h e case of 
f i n a n c i a l f u t u r e s . A l s o , i t w i l l n o t e some of t h e o t h e r uses f o r f i n a n c i a l 
f u t u r e s beyond " h e d g i n g " and " s p e c u l a t i n g , " as t h o s e terms a r e u s u a l l y 
d e f i n e d i n t e x t b o o k s and i n t r a d e l i t e r a t u r e . 
1. Hedgiqg and S p e c u l a t i n g 
An i n d i v i d u a l o r i n s t i t u t i o n whose b u s i n e s s r e q u i r e s h o l d i n g 
i n v e n t o r i e s o f any good, f i n i s h e d or i n p r o c e s s , may w i s h t o be p r o t e c t e d 
f r o m t h e r i s k o f adverse p r i c e movements o f t h e good i n q u e s t i o n . A farmer 
m i g h t r e a s o n a b l y f e e l more competent t o grow crops t h a n t o f o r e c a s t t h e i r 
p r i c e s . A bank m i g h t be b e t t e r a b l e t o assess t h e c r e d i t w o r t h i n e s s o f a 
s m a l l b u s i n e s s t h a n t o gauge what t h e c o s t o f i t s own funds w i l l be a year 
1/ A r e c e n t c o u r t d e c i s i o n i n t h e case o f t h e March 1979 wheat c o n t r a c t 
on t h e CBOT, however, has r a i s e d i m p o r t a n t q u e s t i o n s as t o t h e adequacy 
of t h e CFTC's a u t h o r i t y t o r e q u i r e exchanges t o t a k e emergency a c t i o n s . 
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i n t h e f u t u r e . The farmer m i g h t want t o p r o t e c t h i m s e l f ("hedge") a g a i n s t 
the r i s k o f u n f a v o r a b l e p r i c e changes by l o c k i n g i n now t h e p r i c e s a t whi c h 
he c o u l d s e l l h i s h a r v e s t e d crop a t some l a t e r d a t e and t h e bank m i g h t want 
to hedge a g a i n s t t h e r i s k o f a r i s e i n t h e i n t e r e s t r a t e i t must l a t e r pay 
on i t s CD's. By t h e same t o k e n , i n d i - v i d u a l s who have a p r e f e r e n c e f o r 
r i s k b e a r i n g and who s p e c i a l i z e i n f o r e c a s t i n g p r i c e s m i g h t be w i l l i n g t o 
" s p e c u l a t e " by c o n t r a c t i n g now t o buy t h e y e t - t o - b e - h a r v e s t e d c r o p or t h e 
planned f u t u r e i s s u e of CD's. 
S p e c u l a t o r s , however, p r o v i d e s o c i a l f u n c t i o n s o t h e r than r e l i e v i n g 
hedgers o f r i s k . I n o r d e r t o s u r v i v e , ' t h e y must devote s u b s t a n t i a l r e s o u r c e s 
t o t h e g e n e r a t i o n o f i n f o r m a t i o n c o n c e r n i n g f u t u r e e v e n t s . As t h e y a c t on 
t h i s i n f o r m a t i o n , t h e y t r a n s m i t i t t o t h e p u b l i c v i a t h e p r i c e system. For 
example, i f t h e i r p r i v a t e i n f o r m a t i o n i n d i c a t e s t h a t t h e w o r l d wheat h a r v e s t 
w i l l be p o o r , t h e y e f f e c t i v e l y communicate t h a t i n f o r m a t i o n as t h e y b i d up 
the p r i c e a t w h i c h t h e y c o n t r a c t now t o buy wheat f r o m f a r m e r s a t h a r v e s t 
t i m e . ... 
2. Advantages o f F u t u r e s 
The h e d g i n g and s p e c u l a t i n g a c t i v i t i e s d e s c r i b e d above c o u l d t a k e 
p l a c e even i f t h e r e were no f u t u r e s m a r k e t s . Forward c o n t r a c t s c o u l d be 
n e g o t i a t e d on an i n d i v i d u a l b a s i s . Or, i n t h e case of t h e a n t i c i p a t e d 
wheat s h o r t a g e , s p e c u l a t o r s c o u l d buy wheat f r o m g r a i n e l e v a t o r s and h o l d 
these s t o c k s i n i n v e n t o r y themselves, t h u s s p e c u l a t i n g i n t h e spot market. 
But f u t u r e s m a r k e t s p e r m i t these a c t i v i t i e s t o be c a r r i e d o u t more 
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e f f i c i e n t l y . The e x i s t e n c e o f a c e n t r a l market ( t h e exchange) reduces the 
s e a r c h c o s t s i n v o l v e d i n b r i n g i n g hedgers and s p e c u l a t o r s t o g e t h e r . The 
f a c t t h a t t h e exchange's c l e a r i n g c o r p o r a t i o n i n t e r p o s e s i t s e l f 
between t h e c o n t r a c t i n g p a r t i e s f u r t h e r reduces c o s t s by l o w e r i n g 
t h e r i s k t o each s i d e t h a t t h e o t h e r p a r t y w i l l d e f a u l t . By p u b l i c l y p r o -
v i d i n g u p — t o - t h e — m i n u t e p r i c e quotes on a l l t r a d e s , f u t u r e s markets p e r m i t 
t h e r a p i d and w i d e s p r e a d d i s s e m i n a t i o n o f t h e i n f o r m a t i o n possessed by 
i n d i v i d u a l s p e c u l a t o r s . F i n a l l y , purchase o f a f u t u r e s c o n t r a c t does not 
i n v o l v e t h e i n v e n t o r y c o s t s a s s o c i a t e d w i t h purchases o f a commodity i n the 
s p o t market. 
However, t h e s e advantages a re l e s s i m p o r t a n t i n t h e case of 
f i n a n c i a l f u t u r e s . A v a r i e t y o f f o r w a r d c o n t r a c t s e x i s t , i n c l u d i n g "when-
i s s u e d " t r a d e s o f new s e c u r i t i e s , standby c o n t r a c t s ( p u t o p t i o n s ) on GNMA 
s e c u r i t i e s , and r e p u r c h a s e agreements. Hedgers and s p e c u l a t o r s can be 
b r o u g h t t o g e t h e r e f f i c i e n t l y t h r o u g h t h e h i g h l y developed d e a l e r network. 
That same network p r o v i d e s f o r t h e t r a n s m i t t a l of t h e l a t e s t p r i c e quotes. 
A l s o , f i n a n c i a l i n s t r u m e n t s do n o t r e q u i r e t h e s t o r a g e and t r a n s p o r t a t i o n 
c o s t s r e q u i r e d f o r t a n g i b l e commodities. 
D e s p i t e t h e a v a i l a b i l i t y o f these a l t e r n a t i v e avenues f o r hedging 
and s p e c u l a t i n g i n f i n a n c i a l m a r k e t s , f u t u r e s t r a d i n g s t i l l has some d i s t i n c t 
a dvantages, such as t h e r o l e o f t h e exchange as g u a r a n t o r o f e v e r y c o n t r a c t . 
F u r t h e r m o r e , s h o r t - s a l e s of s e c u r i t i e s , t h o u g h p o s s i b l e i n t h e spot market, 
a r e cheaper t o execute i n a f u t u r e s market s i n c e t h e s h o r t does n o t have t o 
pay a f e e t o borrow t h e s e c u r i t y . The v e r y f a c t t h a t f i n a n c i a l f u t u r e s 
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have grown as r a p i d l y as t h e y have i n t h e presence o f t h e s e a l t e r n a t i v e s 
s uggests t h a t t h e r e a r e c o s t advantages to u s i n g f u t u r e s c o n t r a c t s . 
Whether f i n a n c i a l f u t u r e s m a r k e t s i n c r e a s e t h e a v a i l a b i l i t y o f 
i n f o r m a t i o n i s moot, s i n c e t h e y i e l d c u r v e i n t h e s p o t market a l r e a d y 
embodies t h e views which s p e c u l a t o r s hold r e g a r d i n g t h e f u t u r e c ourse o f 
i n t e r e s t r a t e s . But t o the e x t e n t that f i n a n c i a l f u t u r e s m arkets encourage 
more s p e c u l a t i o n hy l o w e r i n g t h e c o s t of d o i n g so, t h e y a l s o l e a d t o t h e ' 
p r o d u c t i o n o f a g r e a t e r amount o f i n f o r m a t i o n t h a n would o t h e r w i s e be a v a i l -
a b l e . I n o t h e r words, w h i l e t h e spot market y i e l d cun/e may i n c o r p o r a t e a l l 
a v a i l a b l e i n f o r m a t i o n , t h a t y i e l d c u r v e may i t s e l f be a l t e r e d by t h e 
e x i s t e n c e o f f i n a n c i a l f u t u r e s . There i s disagreement among e c o n o m i s t s , 
however, as t o whether t h e y i e l d c u r v e w i l l be " improved," i . e . , w h e t h e r 
i t w i l l more a c c u r a t e l y a n t i c i p a t e t h e a c t u a l f u t u r e course o f i n t e r e s t 
r a t e s and whether t h e a d d i t i o n a l i n f o r m a t i o n g e n e r a t e d t h r o u g h f u t u r e s 
t r a d i n g w i l l r e p r e s e n t an o p t i m a l use o f s o c i e t y ' s r e s o u r c e s . 
3. Other Uses f o r 
F i n a n c i a l F u t u r e s 
The dichotomy o f hedging and s p e c u l a t i n g f a i l s t o c a p t u r e t h e 
v a r i e t y o f m o t i v a t i o n s f o r u s i n g f u t u r e s . Even t h e d i s t i n c t i o n between 
hedging and s p e c u l a t i n g i s i t s e l f o f t e n u n c l e a r . Tor example, t h e d e c i s i o n 
t o i n c u r the c o s t s o f e s t a b l i s h i n g a hedge may r e f l e c t one's f o r e c a s t t h a t 
p r i c e s w i l l move a d v e r s e l y and t h u s i n v o l v e an element o f s p e c u l a t i o n . 
F u r t h e r m o r e , u n l e s s t h e m a t u r i t y o f t h e f u t u r e s c o n t r a c t c o i n c i d e s e x a c t l y 
w i t h t h e t i m e when t h e crop i s h a r v e s t e d o r t h e CD's a r e i s s u e d — t o 
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c o n t i n u e t h e e a r l i e r e x a m p l e — a hedged p o s i t i o n w i l l n o t be a r i s k l e s s one. 
N o n e t h e l e s s , h e d g i n g does reduce r i s k exposure, and t h e f a c t t h a t t h e r e are 
few "pure hedgers" i n t h e t e x t b o o k sense o p e r a t i n g i n f i n a n c i a l f u t u r e s 
m arkets need n o t i m p l y t h a t these markets a r e not b e i n g used t o reduce 
r i s k s . 
F i n a n c i a l f u t u r e s may a l s o be used f o r a r b i t r a g e purposes. An 
i n v e s t o r may a t t i m e s f i n d i t p r o f i t a b l e t o , say, s e l l a 6-month Treasury 
b i l l and r e p l a c e i t w i t h a 3-month b i l l and a tendem 3-month T r e a s u r y b i l l 
f u t u r e s c o n t r a c t . Such a t r a d e i s " r i s k l e s s " but i t i s n o t "hedging."!^/ 
On t h e o t h e r hand, one may decide t o s p e c u l a t e t h a t t h e shape o f the y i e l d 
c u r v e w i l l change by t a k i n g s i m u l t a n e o u s l o n g and s h o r t p o s i t i o n s i n 
d i f f e r e n t d e l i v e r y months f o r the same s e c u r i t y . W h i l e such " s t r a d d l e s " 
are s p e c u l a t i v e , t h e y t y p i c a l l y i n v o l v e l e s s r i s k t h a n s i m p l e open p o s i t i o n s . 
The r i s k i n e s s o f these and o t h e r t r a d e s can r e a l l y be j u d g e d o n l y i n the 
c o n t e x t o£ one's e n t i r e p o r t f o l i o , n o t i n i s o l a t i o n . 
P o t e n t i a l Problems w i t h 
F i n a n c i a l F u t u r e s 
The p r e c e d i n g s e c t i o n d e s c r i b e d some of t h e uses t o whic h f i n a n c i a l 
f u t u r e s can be p u t and some of t h e b e n e f i t s — b o t h t o i n d i v i d u a l s and t o 
s o c i e t y a t l a r g e — w h i c h can accrue f r o m t h e s e i n s t r u m e n t s . I n o r d e r t o 
de c i d e whether t h e development o f f i n a n c i a l f u t u r e s s h o u l d be encouraged, 
\J I t i s a r b i t r a g e , i n t h a t i t h e l p s t o d r i v e f u t u r e s and s p o t market 
r a t e s i n t o p r o p e r a l i g n m e n t and i n t h a t t h e a r b i t r a g e u r knows h i s 
p r o f i t s w i t h c e r t a i n t y a f t e r consummating t h e t r a d e . 
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however, i t i s necessary t o weigh t h e p u r p o r t e d b e n e f i t s a g a i n s t any p o t e n t i a l 
problems. A v a r i e t y o f such p o t e n t i a l problems have been i d e n t i f i e d . T h i s 
s e c t i o n a t t e m p t s t o assess t h e i r s e r i o u s n e s s . 
1. The Impact on 
Spot Mar"kets 
A b a s i c concern has been t h a t f u t u r e s t r a d i n g i n Government 
s e c u r i t i e s w i l l have a d e s t a b i l i z i n g e f f e c t on p r i c e s i n t h e spot market 
f o r these s e c u r i t i e s and t h a t i n v e s t o r s on whom t h e T r e a s u r y n o r m a l l y r e l i e s 
t o f i n a n c e i t s debt may be dissuaded f r o m b i d d i n g i n T r e a s u r y a u c t i o n s i f 
p r i c e s become l e s s s t a b l e , thus l e a d i n g t o h i g h e r y i e l d s or c o s t s t o t h e 
T r e a s u r y . I t i s i m p o r t a n t f r o m a p o l i c y p e r s p e c t i v e t o d i s t i n g u i s h t h e case 
i n w h i c h d e s t a b i l i z i n g e f f e c t s might a r i s e even i f f u t u r e s markets a r e p e r -
f e c t l y c o m p e t i t i v e from t h e case i n w h i c h a s m a l l group o f i n v e s t o r s looms 
l a r g e enough i n t h e markets t o have a s i g n i f i c a n t impact on p r i c e s . 
I n t h e p e r f e c t l y c o m p e t i t i v e case, t h e u s u a l argument f o r a 
d e s t a b i l i z i n g i n f l u e n c e from f u t u r e s goes as f o l l o w s : (1) f u t u r e s t r a d i n g 
encourages s p e c u l a t i o n by r e d u c i n g t h e c o s t s i n v o l v e d ; (2) s p e c u l a t o r s are 
l i k e l y t o d r i v e f u t u r e s p r i c e s t o l e v e l s n o t j u s t i f i e d by market fundamentals; 
(3) wide p r i c e swings i n f u t u r e s markets w i l l be t r a n s m i t t e d t o spot markets 
v i a a r b i t r a g e . Whatever t h e i n t u i t i v e a p p e a l of such r e a s o n i n g , e m p i r i c a l 
s t u d i e s o f b o t h a g r i c u l t u r a l and f i n a n c i a l m a rkets have n o t been a b l e t o 
prove t h a t t h e r e i s g r e a t e r p r i c e v a r i a b i l i t y i n spot markets d u r i n g p e r i o d s 
i n w h i c h t h e good or s e c u r i t y i n q u e s t i o n was t r a d e d on a f u t u r e s market. 
- 12 -
A supplementary argument ( a g a i n , i n the c o m p e t i t i v e case) s t r e s s e s 
t h e danger t h a t , s h o u l d i n v e s t o r s be unable t o c l o s e o u t f u t u r e s p o s i t i o n s 
because p r i c e s have a l r e a d y moved t h e d a i l y l i m i t , t h e y may t r y t o cover 
t h e i r p o s i t i o n s w i t h o f f s e t t i n g s p o t market t r a n s a c t i o n s , t h e r e b y i m p a r t i n g 
a d d i t i o n a l p r i c e v a r i a b i l i t y t o t h e s p o t market. So f a r . T r e a s u r y b i l l 
f u t u r e s p r i c e s have never moved t h e i r d a i l y l i m i t . T r e a s u r y bond f u t u r e s 
have done so on a number o f o c c a s i o n s , but market p a r t i c i p a n t s i n d i c a t e d i n 
i n t e r v i e w s t h a t t h i s appeared t o be e s s e n t i a l l y a response t o a b r u p t l y changed 
e x p e c t a t i o n s about cash market p r i c e s . They d i d n o t b e l i e v e t h e r e was any 
s u b s t a n t i a l s p i l l o v e r t o the spot market from events o r i g i n a t i n g i n t h e 
f u t u r e s market. 
S t i l l a t h i r d p o s s i b l e avenue f o r f u t u r e s t o have a d e s t a b i l i z i n g 
e f f e c t on spot p r i c e s i s by draw i n g funds i n t o the f u t u r e s market which 
would o t h e r w i s e be used i n the spot market. The r e s u l t i n g t h i n n e s s o f t h e 
sp.^t market c o u l d t h e n make spot p r i c e s prone t o w i d e r s w i n g s . However, 
s i n c e s e c u r i t i e s d e a l e r s g e n e r a l l y use t h e f u t u r e s markets i n c o n j u n c t i o n 
w i t h t h e spot m a r k e t s , e.g., f o r hedging o r f o r a r b i t r a g e , t h e i r a c t i v i t i e s 
s h o u l d n o t c o n t r i b u t e t o any such d i v e r s i o n of f u n d s . Moreover, many of the 
s p e c u l a t i v e p o s i t i o n s t a k e n by i n d i v i d u a l s i n f u t u r e s m a r k e t s would p r o b a b l y 
have never been t a k e n a t a l l i n t h e cash markets, g i v e n t h e c o s t s of c a r r y i n g 
the a c t u a l s e c u r i t i e s . 
There i s a r e l a t e d concern sometimes expressed t h a t f i n a n c i a l 
f u t u r e s w i l l d i v e r t funds from t h i r d m a r k e t s , p a r t i c u l a r l y t h e s t o c k market. 
But b u y i n g a f u t u r e s c o n t r a c t , f o r which s e c u r i t i e s i n one's p o r t f o l i o may 
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j,e pledged as i n i t i a l m a r g i n , does n o t reduce t h e volume o f funds a v a i l a b l e 
to u n d e r w r i t e r e a l i n v e s t m e n t s . I n sum, under t h e assumption o f p e r f e c t l y 
c o m p e t i t i v e f u t u r e s m a r k e t s , f e a r s t h a t f u t u r e s t r a d i n g i n f i n a n c i a l i n s t r u -
ments w i l l d i s r u p t t h e s p o t markets have n o t been documented. 
These f e a r s cannot be so l i g h t l y d i s m i s s e d once t h e c o m p e t i t i v e 
assumption i s r e l a x e d , however. I n speaking o f p o s s i b l e ways i n w h i c h p r i c e s 
( f u t u r e s o r s p o t ) c o u l d be d i s t o r t e d , no d i s t i n c t i o n w i l l be made between a-
"squeeze" and a " c o r n e r . " A c c o r d i n g t o t h e CFTC G l o s s a r y , a " c o r n e r " means 
c o n t r o l l i n g enough o f a commodity so t h a t i t s p r i c e can be m a n i p u l a t e d , 
w h i l e a "squeeze" r e f e r s t o a s i t u a t i o n i n w h i c h those who a r e s h o r t cannot 
repurchase t h e i r c o n t r a c t s except a t a p r i c e s u b s t a n t i a l l y h i g h e r t h a n t h e 
value o f t h e c o n t r a c t i n r e l a t i o n t o t h e r e s t o f t h e market. These d e f i n i -
t i o n s a r e i n e x a c t , and do n o t n e c e s s a r i l y have any l e g a l s i g n i f i c a n c e . 
The p o s s i b i l i t y o f e i t h e r a c o m e r o r a squeeze i n t h e case o f t h e 
3-month b i l l , f o r example, a r i s e s f r o m t h e f a c t t h a t t h e f u t u r e s c o n t r a c t can 
be s a t i s f i e d o n l y w i t h a s i n g l e m a t u r i t y , over w h i c h command o f t h e a v a i l a b l e 
supply i s n o t beyond t h e r e s o u r c e s of a l a r g e s e c u r i t i e s d e a l e r . The " a v a i l -
a b l e " s u p p l y may be c o n s i d e r a b l y s m a l l e r than t h e t o t a l s u p p l y t o t h e e x t e n t 
t h a t a s u b s t a n t i a l p o r t i o n o f each a u c t i o n goes t o t h e F e d e r a l Reserve and 
to f o r e i g n c e n t r a l banks and o t h e r n o n c o m p e t i t i v e b i d d e r s who a r e n o t l i k e l y 
to be s e n s i t i v e t o p r i c e changes i n d e c i d i n g whether t o r e s e l l . I n some 
a u c t i o n s d u r i n g t h e l a s t y e a r , t h e Fed and f o r e i g n o f f i c i a l a c c o u n t s absorbed 
a l l b u t about $1 b i l l i o n o f t h e new 3-month i s s u e . 
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On, say, a $3 b i l l i o n i s s u e , an i n d i v i d u a l d e a l e r c o u l d t a k e $750 
m i l l i o n and s t i l l s t a y w i t h i n the T r e a s u r y g u i d e l i n e o f n o t a l l o t i n g more 
than 25 p e r c e n t t o a s i n g l e b i d d e r . I f , i n a d d i t i o n , a d e a l e r a l s o t o o k 
a s i z a b l e long p o s i t i o n i n the f u t u r e s m a r k e t , bought t h e new 3-month i s s u e 
on a "«hen-issued" b a s i s from o t h e r s b i d d i n g or p l a n n i n g ' t o b i d i n the a u c t i o n , 
and had p r e v i o u s l y a c q u i r e d a l o n g p o s i t i o n i n t h e o u t s t a n d i n g d e l i v e r a b l e 
b i l l ( a u c t i o n e d o r i g i n a l l y as a 6-month i s s u e ) , he m i g h t w e l l be a b l e t o 
b u i l d a l o n g p o s i t i o n i n the new b i l l t h a t a c t u a l l y exceeded t o t a l a u c t i o n 
awards t o i n v e s t o r s o t h e r than t h e F e d e r a l Reserve and f o r e i g n o f f i c i a l 
a c c o u n t s . 
I n t e r v i e w s w i t h market p a r t i c i p a n t s suggested t h a t d e a l e r p o s i -
t i o n i n g s t r a t e g i e s o f t h i s k i n d may have succeeded i n squeezing t h e secondary 
market p r i c e on one o r two new b i l l i s s u e s d u r i n g 1978. W h i l e market 
e s t i m a t e s o f t h e r e s u l t i n g d i s t o r t i o n i n y i e l d i n t h o s e o p e r a t i o n s range 
fr o m 10 t o 40 b a s i s p o i n t s , such judgments cannot be e f f e c t i v e l y t e s t e d , due 
t o t h e many o t h e r s p e c i a l f a c t o r s t h a t were i n f l u e n c i n g supply-demand 
r e l a t i o n s h i p s i n t h e cash b i l l market a t t h e same t i m e . I t s h o u l d be n o t e d , 
though, t h a t observed spreads among i m m e d i a t e l y a d j a c t n t b i l l m a t u r i t i e s d i d 
n o t widen t o t h e s e p r o p o r t i o n s . 
The T r e a s u r y bond c o n t r a c t d i f f e r s f r o m t h e b i l l c o n t r a c t i n t h a t 
an e n t i r e " m a r k e t - b a s k e t " of s e c u r i t i e s i s e l i g i b l e f o r d e l i v e r y . A l t h o u g h 
t h e b a s i c t r a d i n g u n i t i s a bond w i t h a $100,000 f a c e v a l u e a t m a t u r i t y and 
an 8 per c e n t coupon, any Treasury coupon i s s u e can be d e l i v e r e d i f i t has 
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at l e a s t 15 y e a r s t o m a t u r i t y ( o r t o f i r s t c a l l ) . The c o n t r a c t ' s s e t t l e -
ment p r i c e i s a d j u s t e d i f o t h e r t h a n 8 p e r c e n t coupons a r e d e l i v e r e d . 
P o s s i b i l i t i e s f o r t h e m a n i p u l a t i o n o f T r e a s u r y bond p r i c e s , t h r o u g h 
j o i n t a c t i o n i n t h e cash and b o n d - f u t u r e s m a r k e t , appear t o be m i n i m a l , 
g i v e n t h e s i z a b l e number of i s s u e s d e l i v e r a b l e under t h e c u r r e n t c o n t r a c t . 
While t h e m a rket-basket approach t h u s r e d u c e s one m a j o r p o t e n t i a l p r o b l e m 
of f i n a n c i a l f u t u r e s , i t a l s o reduces one o f t h e major b e n e f i t s — t h a t i s , 
the u n c e r t a i n t y c r e a t e d as t o w h i c h i s s u e w i l l u l t i m a t e l y be d e l i v e r e d 
makes t h e c o n t r a c t l e s s u s e f u l f o r h e d g i n g . I n t h e case of l o n g - t e r m bonds, 
t h i s p r o b l e m may be more h y p o t h e t i c a l t h a n r e a l , g i v e n t h e f l a t n e s s o f t h e 
y i e l d c u r v e a t t h e l o n g end. However, i t may pose a p r o b l e m f o r t h e use 
of t h e m a r k e t - b a s k e t approach i n the i n t e r m e d i a t e p o r t i o n o f t h e m a t u r i t y 
spectrum, where some o f t h e proposed new c o n t r a c t s f a l l . 
2. C o n s t r a i n t s 
on T r e a s u r y 
The c e n t r a l p o i n t t o emerge f r o m t h e above s e c t i o n i s t h a t , i n t h e 
f a c e o f a r e l a t i v e l y s m a l l d e l i v e r a b l e s u p p l y of t h e s e c u r i t y s p e c i f i e d i n 
a f u t u r e s c o n t r a c t , t h e p o s s i b i l i t y o f c o m e r s o r squeezes l e a d i n g t o d i s -
r u p t i v e p r i c e movements i n t h e spot market i s a r e a l one. The T r e a s u r y , 
i n t u r n , c o u l d be h u r t i n t h e l o n g e r r u n i f i n v e s t o r s "began t o shun t h e 
market f o r i t s debt because o f such f a c t o r s . While t h e T r e a s u r y has t h e 
a b i l i t y t o p r e v e n t a squeeze by i s s u i n g more- o f t h e d e l i v e r a b l e s e c u r i t y , 
t h e T r e a s u r y s h o u l d n o t be so c o n s t r a i n e d i n i t s debt management d e c i s i o n s 
by problems i n markets f o r f i n a n c i a l f u t u r e s . 
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I f new c o n t r a c t s were approved f o r T r e a s u r y n o t e s , t h e chances 
of problems a r i s i n g t h a t would make t h e T r e a s u r y f e e l c o n s t r a i n e d i n i t s 
debt management a c t i o n s m i g h t w e l l be i n c r e a s e d . Notes a re n o t i s s u e d 
every week as b i l l s a r e , and t h e o u t s t a n d i n g s u p p l y i n t h e proposed con-
t r a c t m a t u r i t y areas i s n o t as g r e a t as f o r t h e bond c o n t r a c t . Were t h e r e 
f u t u r e s c o n t r a c t s on, say, a 4-year n o t e , t r a d i n g now v l t h m a t u r i t i e s 
e x t e n d i n g i n t o 1981, t h e q u e s t i o n would a r i s e whether t h e T r e a s u r y ought 
t o f e e l o b l i g a t e d t o p l a n t o i s s u e such s e c u r i t i e s two y e a r s f r o m now. 
An a p p r e c i a t i o n o f t h e Tr e a s u r y ' s need f o r f l e x i b i l i t y i n debt 
management can be g a i n e d by c o n s i d e r i n g t h e d i f f e r e n t problems w h i c h i t 
f a c e s a t t i m e s o f l a r g e d e f i c i t s and o f s m a l l ones ( o r o f s u r p l u s e s ) . W i t h 
a r a p i d l y expanding debt i n r e c e n t y e a r s , t h e Tr e a s u r y s h i f t e d f r o m b i l l 
f i n a n c i n g t o r e g u l a r i n t e r m e d i a t e n o t e i s s u e s t o r a i s e new money as i t 
sought to_ a v o i d a r a p i d b u i l d - u p i n t h e s u p p l y o f s h o r t - t e r m d e b t , w h i c h 
would have r e s u l t e d f r o m t h e c o m b i n a t i o n o f d e f i c i t f i n a n c i n g and s h o r t e n i n g 
of t h e o u t s t a n d i n g debt w i t h t h e passage of t i m e . A l a r g e i n c r e a s e i n a 
b i l l o f f e r i n g t a k e n t o f o r e s t a l l a squeeze i n a b i l l f u t u r e s c o n t r a c t would 
be a t c r o s s - p u r p o s e s w i t h t h i s g o a l . As t h e r a t e o f g r o w t h o f t h e debt 
s h r i n k s , on t h e o t h e r hand, as budget d e f i c i t s d e c l i n e , t h e T r e a s u r y may 
i n t e r r u p t o r t e r m i n a t e some o f i t s r e g u l a r o f f e r i n g s I n t h e i n t e r m e d i a t e 
n o t e a r e a . I n f a c t , t h e T r e a s u r y i n t e r r u p t e d t h e 5—year n o t e c y c l e and 
c e r t a i n o t h e r n o t e i s s u e s i n r e c e n t q u a r t e r s , because o f d e c l i n i n g cash 
needs. 
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Market p a r t i c i p a n t s have g e n e r a l l y argued t h a t t h e T r e a s u r y s h o u l d 
not f e e l c o n s t r a i n e d t o t a i l o r i t s d e b t o f f e r i n g s t o t h e r e q u i r e m e n t s o f 
f u t u r e s markets. But t h e T r e a s u r y cannot be unconcerned w i t h t h e p o s s i b l y 
d i s r u p t i v e e f f e c t s o f i t s a c t i o n s on t h e Government s e c u r i t i e s m a r k e t s . 
Whether the T r e a s u r y c o u l d f e e l f r e e t o i g n o r e the needs o f f u t u r e s markets 
i n making debt management d e c i s i o n s , t h u s , would depend on (1) how e f f e c t i v e l y 
t h e exchanges meet t h e r e q u i r e m e n t s o f the Commodity Exchange Act and t h e 
CFTC g u i d e l i n e s r e g a r d i n g t h e adequacy of d e l i v e r a b l e s u p p l y and (2) how 
f u t u r e s markets r e a c t t o such t h i n g s as a b r u p t changes i n t h e s i z e o f 
d e l i v e r a b l e s u p p l i e s . A key c o n s i d e r a t i o n i s t h e a b i l i t y o f the exchanges 
t o cope w i t h s i t u a t i o n s o f t h a t k i n d . The exchanges do have s p e c i f i c r u l e s 
and procedures f o r d e a l i n g w i t h such emergencies, but t h e q u e s t i o n i s how 
a g g r e s s i v e l y t h e y would implement them. 
3. P o s s i b l e Dangers t o 
S p e c i f i c Groups o f I n v e s t o r s 
The bank r e g u l a t o r y agencies must n a t u r a l l y be concerned w i t h t h e 
dangers t h a t f i n a n c i a l f u t u r e s m ight pose f o r banks which d e a l i n t h e s e 
i n s t r u m e n t s . There i s evidence t h a t f i n a n c i a l f u t u r e s can be used by banks 
e f f e c t i v e l y t o hedge p o r t i o n s of t h e i r p o r t f o l i o s a g a i n s t i n t e r e s t r a t e 
r i s k . The d i f f i c u l t y i s i n d e t e r m i n i n g whether a g i v e n bank's f u t u r e s 
p o s i t i o n a c t s t o reduce o r i n c r e a s e i n t e r e s t r a t e r i s k ( i . e . , w hether t h e 
p o s i t i o n c o n s t i t u t e s a hedge or i s s p e c u l a t i v e ) . Such a d e t e r m i n a t i o n can-
n o t be made by l o o k i n g a t a f u t u r e s t r a n s a c t i o n a l o n g w i t h a c o r r e s p o n d i n g 
cash p o s i t i o n . Rather t h e r i s k o f a f u t u r e s p o s i t i o n must be j u d g e d a g a i n s t 
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t h e i n t e r e s t r a t e r i s k o f t h e bank as a whole ( i n c l u d i n g t h e r i s k o f o f f -
b a l a n c e - s h e e t commitments) and not r e l a t i v e t o any s i n g l e t r a n s a c t i o n . 
No bank has y e t f a i l e d or r e q u i r e d s u p e r v i s o r y a t t e n t i o n as a 
r e s u l t o f i n v o l v e m e n t i n f i n a n c i a l f u t u r e s . However, t r a d i n g i n f o r w a r d , 
and standby c o n t r a c t s f o r GNMA s e c u r i t i e s has t h r e a t e n e d t h e s o l v e n c y o f 
some banks, and i n j u d i c i o u s t r a d i n g i n commodities f u t u r e s was t h e p r o x i m a t e 
cause of t h e f a i l u r e of a f o r e i g n b a n k i n g s u b s i d i a r y o f a l a r g e U. S. bank. 
C a u t i o n s h o u l d be used i n d r a w i n g i n f e r e n c e s based on t h e s e e x p e r i e n c e s . 
The f o r w a r d m a r k e t , which l a c k s t h e mark-to-market p r o c e d u r e o f f u t u r e s , 
a l l o w s l a r g e g a i n s o r l o s s e s t o a c crue w i t h o u t t h e d i s c i p l i n e o f d a i l y margin 
s e t t l e m e n t s . And t h e bank f a i l u r e a s s o c i a t e d w i t h commodities f u t u r e s i n -
v o l v e d a l a r g e number of q u e s t i o n a b l e b a n k i n g p r a c t i c e s . 
A p a r t from banks, s m a l l i n v e s t o r s are a n o t h e r s p e c i f i c group f o r 
whom f i n a n c i a l f u t u r e s may cause problems. One f e a r i s t h a t t h e s e i n v e s t o r s 
w i l l n o t d i s t i n g u i s h f u t u r e s c o n t r a c t s on Government s e c u r i t i e s from the 
u n d e r l y i n g s e c u r i t i e s themselves. A d d i t i o n a l l y , such p a r t i c i p a n t s may not 
r e c o g n i z e t h a t t h e h i g h l y l e v e r a g e d n a t u r e o f f u t u r e s can make them e x t r e m e l y 
r i s k y . I n such c i r c u m s t a n c e s , u n s o p h i s t i c a t e d i n v e s t o r s can become e s p e c i a l l y 
v u l n e r a b l e t o a g g r e s s i v e , i f not i l l - a d v i s e d , s e l l i n g t a c t i c s by brokerage 
f i r m s p r o m o t i n g f u t u r e s . While these dangers may be r e a l ones, once a g a i n 
i t i s i m p o r t a n t t o add t h a t o r g a n i z e d f u t u r e s markets have more b u i l t - i n 
s a f e g u a r d s f o r s m a l l i n v e s t o r s t h a n do f o r w a r d m a r k e t s . 
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Concl u s i o n s and 
Recommendations 
Given t h e p a r t i c u l a r concerns t h a t prompted t h e T r e a s u r y / F e d e r a l 
Reserve study o f markets f o r T r e a s u r y f u t u r e s , t h e r e s u l t i n g c o n c l u s i o n s and 
recommendations a r e focussed on t h r e e p r i n c i p a l i s s u e s : (1) t h e adequacy 
of d e l i v e r a b l e s u p p l y f o r e x i s t i n g and proposed c o n t r a c t s ; (2) t h e problems 
t h a t m i g h t develop f r o m a r a p i d p r o l i f e r a t i o n o f c o n t r a c t s f o r T r e a s u r y 
s e c u r i t i e s i n g e n e r a l , and o f s u b s t a n t i a l l y s i m i l a r c o n t r a c t s on more t h a n 
one exchange i n p a r t i c u l a r ; and (3) the a d d i t i o n a l safeguards t h a t m i g h t be 
needed t o p r o t e c t the gr o w i n g number of i n v e s t o r s b e i n g encouraged t o p a r t i -
c i p a t e i n Tre a s u r y f u t u r e s t r a n s a c t i o n s . On each of these i s s u e s , recom-
mendations a r e f i r s t l i s t e d and then e x p l a i n e d . 
1. Adequacy o f 
D e l i v e r a b l e Supply 
Proposed new coupon c o n t r a c t s . When r e v i e w i n g r e q u e s t s f o r new 
f u t u r e s c o n t r a c t s i n T r e a s u r y coupon i s s u e s , i t i s recommended t h a t t h e CFTC 
adhere t o the f o l l o w i n g g e n e r a l g u i d e l i n e s on d e l i v e r a b l e s u p p l y . 
— T h e CFTC sh o u l d c o n s i d e r n o t j u s t t h e w i d t h o f 
th e m a t u r i t y range d e f i n i n g i s s u e s e l i g i b l e f o r 
d e l i v e r y , b u t a l s o t h e number o f a l r e a d y o u t -
s t a n d i n g i s s u e s t h a t w i l l move i n t o t h a t range 
as t h e c o n t r a c t approaches d e l i v e r y , t h e s i z e 
of those i s s u e s , and t h e i r l i k e l y a v a i l a b i l i t y 
i n t h e secondary market (as suggested by t h e 
l e n g t h o f t i m e they have been o u t s t a n d i n g and 
t h e i r d i s t r u b t i o n by t y p e o f h o l d e r ) . These 
q u e s t i o n s s h o u l d be addressed e x p l i c i t l y i n t h e 
a n a l y s i s p r e p a r e d f o r t h e Commission by i t s 
s t a f f when new c o n t r a c t d e s i g n a t i o n s a r e b e i n g 
c o n s i d e r e d . S t u d i e s o f how t h e p r i c e s o f g i v e n 
i s s u e s v a r y r e l a t i v e t o those o f a d j a c e n t i s s u e s 
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w i l l h e l p t o shed l i g h t on t h i s q u e s t i o n o f a v a i l -
a b i l i t y . 
— I n no case s h o u l d t h e CFTC approve a c o n t r a c t 
t h a t depends f o r i t s d e l i v e r a b l e s u p p l y s o l e l y 
on a p a r t i c u l a r s e c u r i t y y e t t o be i s s u e d . 
—When c o n t r a c t s s p e c i f y a r e l a t i v e l y narrow 
m a t u r i t y range f o r t h e d e l i v e r a b l e s u p p l y , 
a p p r o v a l s h o u l d a l s o be w i t h h e l d on new 
c o n t r a c t s i f t h e d e l i v e r a b l e s u p p l y o f a l r e a d y 
o u t s t a n d i n g m a t u r i t i e s c o n s i s t s o f o n l y s m a l l 
amounts o f c l o s e l y - h e l d i s s u e s . 
— T o a s s u r e t h a t t h e exchanges r e g u l a r l y r e v i e w 
t h e terms o f a l l o u t s t a n d i n g c o n t r a c t s i n r e l a t i o n 
t o changes i n the s t r u c t u r e o f m a r k e t a b l e F e d e r a l 
d e b t , t h e CFTC should r e e s t a b l i s h a " s u n s e t " 
p r o v i s i o n f o r new c o n t r a c t s r e q u i r i n g them t o 
be r e v i e w e d and r e a u t h o r i z e d every few y e a r s . 
The IMM has s t a t e d t h a t t h e s u b s t a n t i a l v a r i a b i l i t y o f t h e Treasury 
y i e l d c u r v e i n t h e i n t e r m e d i a t e m a t u r i t y range would c r e a t e m a j o r market 
u n c e r t a i n t i e s c o n c e r n i n g the v a l u e as a hedge of any new n o t e c o n t r a c t t h a t 
s p e c i f i e d a broad " m a r k e t - b a s k e t " o f d e l i v e r a b l e s u p p l y . For t h i s reason 
i t has r e s t r i c t e d t h e d e f i n i t i o n o f d e l i v e r a b l e s u p p l y f o r i t s proposed 4-
year n o t e c o n t r a c t t o i s s u e s w i t h m a t u r i t i e s r a n g i n g f r o m o n l y 3-years and 
9-months t o 4-years and 3-months. Wh i l e t h e exchange acknowledges t h a t t h i s 
r e l a t i v e l y n a r r o w band o f d e l i v e r a b l e m a t u r i t i e s m i g h t c r e a t e some r i s k o f 
an o c c a s i o n a l s h o r t a g e i n d e l i v e r a b l e s u p p l y , i t a s s e r t s t h a t i f such a 
development s h o u l d o c c u r , t h i s would n o t r e p r e s e n t a s i g n i f i c a n t problem. 
Exchange o f f i c i a l s n o t e t h a t t h e y o p e r a t e under e x p l i c i t r u l e s 
f o r d e a l i n g w i t h d e l i v e r a b l e s u p p l y s h o r t a g e s , a r e p e r f e c t l y p r e p a r e d t o 
use these p r o c e d u r e s when needed, and can r e q u i r e s e t t l e m e n t o f a c o n t r a c t 
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cash i f t h i s becomes necessary. Consequently, t h e y see no reason why an 
unexpected s h o r t a g e i n d e l i v e r a b l e s u p p l y s h o u l d d i s r u p t t h e cash m a r k e t , 
or e x e r t s p e c i a l p r e s s u r e on t h e T r e a s u r y o r t h e F e d e r a l Reserve t o d e a l 
y i t h t h e s h o r t a g e . At t h e same t i m e , t h e y a r e concerned t h a t any s i g n i f i c a n t 
broadening o f t h e d e l i v e r a b l e s u p p l y f o r the 4-year n o t e c o n t r a c t would 
s u b s t a n t i a l l y reduce i t s appeal t o i n v e s t o r s as an i n s t r u m e n t f o r h e d g i n g . 
N o t h w i t h s t a n d i n g t h i s IMM c o n t e n t i o n , t h e r e c o r d o f c o m m o d i t i e s ' 
exchanges i n d e a l i n g w i t h d e l i v e r a b l e s u p p l y s h o r t a g e s i n n o n - f i n a n c i a l 
commodities has been i n c o n s i s t e n t . C o n t r a c t s i n T r e a s u r y f u t u r e s pose 
s p e c i a l problems, s i n c e s h o r t a g e s i n t h e d e l i v e r a b l e s u p p l y can develop w i t h 
l i t t l e w a r n i n g c l o s e t o t h e c o n t r a c t d e l i v e r y d a t e . For example, i f an 
a u c t i o n o f an expected i s s u e were suddenly c a n c e l e d or s u b s t a n t i a l l y reduced 
i n s i z e o n l y a few days b e f o r e c o n t r a c t d e l i v e r y , a squeeze on t h e d e l i v e r a b l e 
supply c o u l d d e v e l o p v e r y u n e x p e c t e d l y . I f t h e d e l i v e r a b l e s u p p l y were 
e l i m i n a t e d c o m p l e t e l y , t h e exchange would be f o r c e d t o c a l l f o r an emergency 
measure such as s e t t l e m e n t i n cash. But i f t h e s u p p l y were s i m p l y reduced 
s i g n i f i c a n t l y below e x p e c t a t i o n s , t h e exchange and the CFTC m i g h t be i n -
c l i n e d t o t e m p o r i z e , l e a d i n g t o sharp a d j u s t m e n t s i n cash market r a t e s . I n 
such a s i t u a t i o n , t h e Treasury c o u l d be p l a c e d i n the d i f f i c u l t p o s i t i o n of 
d e c i d i n g whether t o f o l low t h r o u g h on, o r f o r e g o , a debt management a c t i o n 
which would s i g n i f i c a n t l y reduce the d e l i v e r a b l e s u p p l y o f a m a t u r i n g 
f u t u r e s c o n t r a c t . 
The r i s k t h a t squeezes i n f u t u r e s m a r k e t s might develop and i n h i b i t 
Treasury debt management f l e x i b i l i t y would be reduced i f c o n t r a c t s a u t h o r i z e d 
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by the CFTC i n v o l v i n g d e l i v e r y of i n t e r m e d i a t e - t e r m s e c u r i t i e s were r e q u i r e d 
t o adopt a s u i t a b l e " m a r k e t - b a s k e t " approach t o d e l i v e r a b l e s u p p l y . The 
f a c t t h a t some exchanges p l a n t o use t h i s approach on t h e i r proposed i n t e r -
m e d i a t e - t e r m c o n t r a c t s suggests t h a t they do not see i t as a major d e f e c t 
i n t h e c o n t r a c t s . 
E x i s t i n g 1-year b i l l c o n t r a c t . 
— B e c a u s e i t s d e l i v e r a b l e s u p p l y depends w h o l l y 
on a s i n g l e new s e c u r i t y n o t y e t i s s u e d , t h e 
e x i s t i n g 1-year b i l l c o n t r a c t s h o u l d be modi-
f i e d t o assure a broader d e l i v e r a b l e s u p p l y o r , 
i n t h e a l t e r n a t i v e , w i t h d r a w n . 
The e x i s t i n g c o n t r a c t i n 1-year T r e a s u r y b i l l f u t u r e s e n t a i l s a 
s i g n i f i c a n t r i s k of an i n s u f f i c i e n t d e l i v e r a b l e s u p p l y because t h e o n l y 
i s s u e e l i g i b l e f o r d e l i v e r y i s the newly a u c t i o n e d 1-year b i l l . Thus, f o r 
any g i v e n 1-year a u c t i o n , t h e r e i s no c e r t a i n t y as t o t h e amount o f , or 
even t h e is s u a n c e o f , t h e b i l l u n t i l about a week b e f o r e d e l i v e r y on the 
f u t u r e s c o n t r a c t . Any Tr e a s u r y d e c i s i o n n o t t o r o l l o v e r , o r t o reduce 
s i g n i f i c a n t l y t h e s i z e o f t h e new b i l l c o n s e q u e n t l y produces an immediate 
d e l i v e r a b l e s u p p l y problem, o n l y s h o r t l y b e f o r e t h e c o n t r a c t d e l i v e r y d a t e . 
The r e c e n t postponement of the T r e a s u r y ' s A p r i l y e a r - b i l l a u c t i o n 
( n e c e s s i t a t e d by t h e C o n g r e s s i o n a l d e l a y i n e x t e n d i n g t h e F e d e r a l debt 
c e i l i n g ) p r o v i d e d an example o f how unf o r e s e e n developments can a r i s e 
s h o r t l y b e f o r e d e l i v e r y . As a r e s u l t of t h a t postponement, t h e IMM was 
f o r c e d t o l i m i t t r a d i n g i n the A p r i l f u t u r e s t o t r a n s a c t i o n s f o r c l o s i n g 
o u t p o s i t i o n s and t o i n t r o d u c e a standby emergency p r o c e d u r e f o r cash s e t t l e -
ment. At t h e l a s t moment, the Tr e a s u r y d i d f i n a l l y i s s u e t h e b i l l , b e f o r e 
cash s e t t l e m e n t became necessary. 
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Since t r a d i n g i n t h e y e a r - b i l l f u t u r e s c o n t r a c t has g e n e r a l l y been 
q u i t e l i g h t , and t h e open p o s i t i o n i n the A p r i l m a t u r i t y was s m a l l , t h e 
d e l a y i n making s e t t l e m e n t e x e r t e d no e v i d e n t d e l e t e r i o u s e f f e c t on t h e 
cash m a r k e t . But t h e e x p e r i e n c e d i d d r a m a t i z e t h e extreme v u l n e r a b i l i t y 
o f any c o n t r a c t t h a t r e l i e s f o r i t s d e l i v e r a b l e s u p p l y s o l e l y on a s e c u r i t y 
y e t t o be i s s u e d . 
The d e l i v e r a b l e s u p p l y o f t h e 1-year b i l l c o n t r a c t m i g h t be 
expanded, f o r example by making t h e p r e v i o u s 1-year i s s u e , a l r e a d y o u t -
s t a n d i n g , d e l i v e r a b l e as w e l l . However, any b r o a d e n i n g o f t h e m a t u r i t i e s 
i n t h e s u p p l y base would make the c o n t r a c t somewhat l e s s e f f i c i e n t as an 
i n s t r u m e n t f o r h e d g i n g . W i t h c o n t r a c t months f o r 3-month b i l l f u t u r e s now 
r u n n i n g beyond one y e a r , i t appears t h a t i n v e s t o r needs t o hedge a g a i n s t 
p o t e n t i a l changes i n s h o r t - t e r m r a t e s can be r e a s o n a b l y w e l l accommodated 
i n t h a t more l i q u i d m arket. Thus, a w i t h d r a w a l o f t h e 1-year c o n t r a c t would 
be an a l t e r n a t i v e r e s o l u t i o n o f t h i s p o t e n t i a l problem. 
E x i s t i n g 3-month b i l l c o n t r a c t . 
— B e c a u s e th e 3-month b i l l c o n t r a c t has become 
so w e l l e s t a b l i s h e d and so a c t i v e l y used i n i t s 
p r e s e n t f o r m , a r e d e f i n i t i o n o f d e l i v e r a b l e 
s u p p l y a t t h i s j u n c t u r e seems u n w a r r a n t e d . 
—However, i n v i e w o f t h e concerns expressed by 
market p a r t i c i p a n t s t h a t t h e 3-month c o n t r a c t 
has been v u l n e r a b l e t o squeezes under c e r t a i n 
c o n d i t i o n s , s t e p s s h o u l d be t a k e n t o m i n i m i z e 
these p o s s i b i l i t i e s t h r o u g h improved d a t a 
c o l l e c t i o n and m o n i t o r i n g o f i n t e r a c t i o n s 
between t h e f u t u r e s and cash m a r k e t s . 
Some market p a r t i c i p a n t s p e r c e i v e d p a r t i c u l a r i n s t a n c e s where, i n 
t h e i r judgment, t h e d e l i v e r a b l e s u p p l y f o r t h e 3-month b i l l c o n t r a c t was 
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squeezed. The p a r t i c u l a r c o n d i t i o n s t h a t were c i t e d f o r c r e a t i n g t h i s 
p o s s i b i l i t y were a c o m b i n a t i o n o f r e s t r i c t e d market s u p p l y ( r e s u l t i n g from 
heavy p r e - e m p t i v e demands i n t h e a u c t i o n f o r new 3-raonth b i l l s f rom b o t h 
t h e F e d e r a l Reserve and f o r e i g n c e n t r a l b a n k s ) , and s t r o n g i n t e r e s t - i n -
e l a s t i c i n v e s t o r demands t o h o l d t h e d e l i v e r a b l e b i l l (because i t f i t t h e i r 
p a r t i c u l a r m a t u r i t y needs). A l t h o u g h some market p a r t i c i p a n t s a s s e r t t h a t 
t h e m a r g i n o f i n t e r e s t - s e n s i t i v e i n v e s t o r s w i l l i n g t o s e l l t h e d e l i v e r a b l e 
b i l l and s w i t c h t o h i g h e r y i e l d i n g a l t e r n a t i v e s i s always s u f f i c i e n t t o 
d e t e r any s e r i o u s m a n i p u l a t i o n o f b i l l f u t u r e s p r i c e s , t h e r i s k of a squeeze 
seems r e a l enough t o suggest t h e i m p l e m e n t a t i o n o f a d d i t i o n a l steps t h a t 
w i l l f u r t h e r m i n i m i z e t h i s p o s s i b i l i t y . 
D u r i n g t h e month b e f o r e d e l i v e r y , t he CFTC s h o u l d r o u t i n e l y c o l l e c t 
d a t a on cash and f o r w a r d p o s i t i o n s i n t h e d e l i v e r a b l e i s s u e f r o m any e n t i t y 
w h i c h has l a r g e open p o s i t i o n s i n t h e f u t u r e s c o n t r a c t . The CFTC has already 
i n d i c a t e d t h a t i n s p e c i a l s i t u a t i o n s , when r e q u e s t e d by t h e Treasury or the 
F e d e r a l Reserve Board, i t would be parepared t o p r o v i d e data on a s t r i c t l y 
c o n f i d e n t i a l b a s i s showing any l a r g e p o s i t i o n s i n s p e c i f i c f u t u r e s c o n t r a c t s 
a p p r o a c h i n g d e l i v e r y t h a t are h e l d by Government s e c u r i t i e s d e a l e r s who 
r e p o r t t o the F e d e r a l Reserve. T h i s i n f o r m a t i o n w i l l h e l p t o supplement 
t h e more g e n e r a l d a t a on p o s i t i o n s i n f u t u r e s and f o r w a r d s t h a t t h e F e d e r a l 
Reserve soon expects t o o b t a i n on a d a i l y b a s i s f r o m i t s r e p o r t i n g d e a l e r s . 
Knowledge t h a t t h e s e improved r e p o r t i n g and s u r v e i l l a n c e procedures a r e i n 
p l a c e s h o u l d p l a c e a f u r t h e r c o n s t r a i n t on any major market p a r t i c i p a n t who 
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might o t h e r w i s e be tempted t o t r y t o e x e r t a squeeze on t h e d e l i v e r a b l e 
supply-
I n a d d i t i o n , s i n c e t h e p e r c e n t a g e o f T r e a s u r y b i l l o f f e r i n g s 
accounted f o r by t h e c o m b i n a t i o n o f c o m p e t i t i v e and p r i v a t e n o n c o m p e t i t i v e 
awards has d e c l i n e d s i g n i f i c a n t l y i n r e c e n t y e a r s , t h e T r e a s u r y has d e c i d e d 
t o m o d i f y a r u l e w h i c h u n t i l now has a l l o w e d a l l o t m e n t t o a s i n g l e b i d d e r 
i n a T r e a s u r y a u c t i o n o f as much as 25 per c e n t o f t h e announced amount o f 
th e p u b l i c o f f e r i n g . The new r u l e w i l l p e r m i t a maximum a l l o t m e n t t o any 
s i n g l e b i d d e r o f up t o 25 per cent o f t h e combined amounts of t h e c o m p e t i -
t i v e award and t h e p r i v a t e n o n c o m p e t i t i v e award. T h i s new base e x c l u d e s 
T r e a s u r y s e c u r i t i e s a l l o t t e d t o t h e F e d e r a l Reserve i n exchange f o r m a t u r i n g 
s e c u r i t i e s h e l d b o t h f o r i t s own account and f o r t h e accounts o f f o r e i g n 
o f f i c i a l i n s t i t u t i o n s . Over t i m e t h i s r u l e m o d i f i c a t i o n s h o u l d broaden 
t h e c o m p e t i t i v e n e s s o f t h e a u c t i o n process and c o n t r i b u t e t o improved d i s -
t r i b u t i o n o f new s e c u r i t y i s s u e s . The new r u l e a p p l i e s t o a l l T r e a s u r y 
s e c u r i t y o f f e r i n g s . 
The T r e a s u r y w i l l a l s o r e q u i r e b i d d e r s i n i t s b i l l a u c t i o n s t o 
r e p o r t on t h e t e n d e r f o r m any net l o n g p o s i t i o n o f more t h a n $200 m i l l i o n 
t a k e n p r i o r t o t h e a u c t i o n i n t h e b i l l b e i n g o f f e r e d . Such a p o s i t i o n 
i n c l u d e s b o t h new b i l l s a c q u i r e d t h r o u g h "when-issued" t r a d i n g and 
f u t u r e s and f o r w a r d t r a n s a c t i o n s , and h o l d i n g s o f o u t s t a n d i n g (3-month) 
b i l l s ( a u c t i o n e d p r e v i o u s l y as a 6-month i s s u e ) t h a t c a r r y t h e same 
m a t u r i t y as t h e new b i l l . These d a t a w i l l be t a k e n i n t o c o n s i d e r a t i o n by 
t h e T r e a s u r y when awarding new b i l l s i n o r d e r t o reduce t h e p o t e n t i a l f o r 
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undue c o n c n e t r a t i o n and t o c o n t r i b u t e t o improved d i s t r i b u t i o n . T h i s new 
r e p o r t i n g r e q u i r e m e n t r e c o g n i z e s the r a p i d expansion o f t r a d i n g i n Treasury 
b i l l f u t u r e s , as w e l l as b i l l t r a d i n g on a "when-issued" b a s i s o c c u r r i n g 
between the announcement and o f f e r i n g dates on a u c t i o n s . 
The a l t e r n a t i v e of h a v i n g the Tr e a s u r y o r thfe F e d e r a l Reserve 
a c t d i r e c t l y t o m o d i f y p o t e n t i a l squeezes on the d e l i v e r a b l e s u p p l y o f 
3-month b i l l s — e i t h e r t h r o u g h a Treasury i n c r e a s e i n t h e s i z e of the new 
b i l l a u c t i o n , or F e d e r a l Reserve s a l e s of the o u t s t a n d i n g i s s u e from i t s 
p o r t f o l i o — i s not a c c e p t a b l e . Wnile t h e r e may be o c c a s i o n s when the 
T r e a s u r y s h o u l d add t o the share of i t s i?.arketable debt r e p r e s e n t e d by 
3-moiith b i l l s , such a c t i o n s ought t o be taken o n l y as needed t o implement 
the T r e a s u r y ' s g e n e r a l debt management o b j e c t i v e s ; t h e y s h o u l d n e t be 
i n i t i a t e d t o h.^lp r e s o l v e the p a r t i c u l a r needs of t h e commodity exchanges, 
S i m i l s r i l y , t he F e d e r a l Reserve s h o u l d n o t be expected t o s e l l 
3-monch b i l l s f rom i t s p o r t f o l i o t o h e l p c o u n t e r a d e v e l o p i n g m.arket s h o r t -
age i n the i s s u e d e l i v e r a b l e on the m a t u r i n g b i l l f u t u r e s c o n t r a c t . Since 
t l i e e a r l y 1950'3 t h e Fed has c o n s i s t e n t l y avoided i n t e r v e n t i o n i n the 
Govervument s e c u r i t i e s market f o r the purpose o f a d j u s t i n g spreads between 
y i e l d s on c l o s e l y a d j a c e n t i s s u e s . E a r l i e r e x p e r i e n c e had shown than any 
p a t t e r n of F e d e r a l Reserve market i n t e r - v e n t i o n i n i t i a t e d f o r purposes not 
c l e a r l y seen to be f o r t h e im.plementation o f monetary p o l i c y tended t o 
c r e a t e u n c e r t a i n t i e s about what t h e System was t r y i n g t o do, and how i t s 
s u b s t a n t i a l market power might be used t o i n f l u e n c e p r e v a i l i n g r a t e r e l a t i o n -
s h i p s . There i s a r i s k t h a t when c o n f r o n t e d w i t h such u n c e r t a i n t i e s d e a l e r s 
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and o t h e r market p r o f e s s i o n a l s w i l l become l e s s w i l l i n g t o t a k e p o s i t i o n s 
i n T r e a s u r y s e c u r i t i e s and t o o p e r a t e on r e a s o n a b l e p r i c e s p r e a d s — t h u s 
r e d u c i n g t h e g e n e r a l e f f i c i e n c y o f t h e m a r k e t . 
2. P o t e n t i a l Risks o f 
C o n t r a c t P r o l i f e r a t i o n 
I n v i e w o f t h e d i f f e r e n c e s i n s e l f - r e g u l a t i o n among t h e v a r i o u s 
commodity exchanges and the l i m i t e d s t a f f r e s o u r c e s a v a i l a b l e t o the CFTC 
f o r m o n i t o r i n g and s u r v e i l l a n c e , i t i s recommended t h a t : 
— T h e CFTC proceed g r a d u a l l y i n a u t h o r i z i n g 
a d d i t i o n a l c o n t r a c t s f o r f i n a n c i a l f u t u r e s . I n 
th e u n t e s t e d i n t e r m e d i a t e - t e r m s e c t o r , f o r example, 
a f i r s t s t e p might be t o a u t h o r i z e o n l y one n o t e 
c o n t r a c t , on one exchange, w i t h a range o f e l i g i b l e 
m a t u r i t i e s s u f f i c i e n t t o p r o v i d e a r e a s o n a b l e 
" m a r k e t -bask et" o f d e l i v e r a b l e s u p p l y . F u r t h e r , 
t h e CFTC sho u l d n o t d e s i g n a t e new c o n t r a c t m arkets 
on more t h a n one exchange f o r e s s e n t i a l l y i d e n t i c a l 
c o n t r a c t s u n l e s s i t has reached f o r m a l agreements 
w i t h t h e exchanges i n v o l v e d t o p r o v i d e u n i f o r m 
r e p o r t i n g o f p o s i t i o n s i n such c o n t r a c t s t o t h e 
CFTC and t o e s t a b l i s h u n i f o r m emergency p r o c e d u r e s 
t h a t would be implemented j o i n t l y and c o i n c i d e n t l y 
a t t h e r e q u e s t o f t h e CFTC. 
A g r a d u a l approach would g i v e t he CFTC t i m e t o enhance i t s s u r v e i l l a n c e 
c a p a c i t y and would h e l p t o demonstrate whether an i n t e r m e d i a t e note c o n t r a c t , 
d e s i g n e d c o n s e r v a t i v e l y , c o u l d e l i c i t an a c t i v e i n v e s t o r i n t e r e s t w i t h o u t 
i n c r e a s i n g t h e p o t e n t i a l f o r a squeeze on t h e d e l i v e r a b l e s u p p l y . 
Even under t h e b e s t o f c i r c u m s t a n c e s , t h e e x t e n s i o n of t r a d i n g i n 
T r e a s u r y f u t u r e s t o new m a t u r i t y s e c t o r s and t o a d d i t i o n a l exchanges would 
r e q u i r e c a r e f u l , s t e p - b y - s t e p i m p l e m e n t a t i o n and c l o s e s u r v e i l l a n c e o f 
r e s u l t s . I n t h e c i r c u m s t a n c e s t h a t e x i s t , t h e t a s k appears t o be more 
c o m p l i c a t e d , s i n c e some exchanges have l e s s c l e a r l y d e f i n e d r u l e s than 
o t h e r s , and t h e p h i l o s o p h i e s w i t h w h i c h t h e y implement these r u l e s v a r y . 
I n a d d i t i o n , f o r t h e CFTC t o p r o v i d e t he c l o s e s u r v e i l l n a c e t h a t would be 
•q u i r e d t o do an e f f e c t i v e j o b of m o n i t o r i n g a d d i t i o n a l , e s s e n t i a l l y 
d u p l i c a t i v e c o n t r a c t s on s e v e r a l exchanges, i t would a p p a r e n t l y need an 
e:q)ansion o f s t a f f w i t h e x p e r t i s e i n f i n a n c i a l m a r k e t s . 
U n c e r t a i n t i e s about the adequacy o f d e l i v e r a b l e s u p p l i e s produced 
by t h e p r o s p e c t o f c o n t r a c t p r o l i f e r a t i o n a r e g r e a t e s t f o r t h e proposed 
i n t e r m e d i a t e - t e r m c o n t r a c t s , s i n c e none of these i s y e t t r a d i n g . Neverthe-
l e s s , pending r e q u e s t s f o r a d d i t i o n a l b i l l c o n t r a c t s a l s o r a i s e s i m i l a r 
q u e s t i o n s . The proposed AMEX b i l l c o n t r a c t seeks t o m i n i m i z e c o m p e t i t i o n 
f o r d e l i v e r a b l e s u p p l y w i t h t h e e x i s t i n g IMM c o n t r a c t by making b i l l s 
m a t u r i n g i n t h e f i r s t month o f t h e q u a r t e r e l i g i b l e f o r d e l i v e r y — r a t h e r 
t h a n t h o s e m a t u r i n g i n t h e t h i r d month, as i s t h e case o f t h e IMM c o n t r a c t . 
However, t h e IMM i n i t s c o n t r a c t d e s i g n a t i o n has a u t h o r i t y t o t r a d e a d d i -
t i o n a l months. A l s o , t h e 3-month and 1-year b i l l f u t u r e s c o n t r a c t s b e i n g 
r e q u e s t e d by Comex s p e c i f y i s s u e s f o r d e l i v e r y t h a t would be s u b s t a n t i a l l y 
o v e r l a p p i n g w i t h t h e e x i s t i n g IMM c o n t r a c t s . 
I t can be argued, i n p r i n c i p l e , t h a t t h e combined demands f o r 
d e l i v e r y g e n e r a t e d by s e v e r a l o v e r l a p p i n g f u t u r e s c o n t r a c t s w i l l n o t be 
s i g n i f i c a n t l y g r e a t e r t h a n those g e n e r a t e d where o n l y a s i n g l e c o n t r a c t i s 
b e i n g o f f e r e d . But i t seems more l i k e l y t h a t a p r o l i f e r a t i o n o f c o n t r a c t s 
w o u l d l e a d , i n p r a c t i c e , t o e n l a r g e d t o t a l demands f o r d e l i v e r y . I n t h e i r 
r e q u e s t s f o r a d d i t i o n a l c o n t r a c t s , t h e exchanges s e e k i n g CFTC a p p r o v a l o f 
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o v e r l a p p i n g c o n t r a c t s have a s s e r t e d t h a t t h e y do n o t b e l i e v e a p r o l i f e r a t i o n 
would d i m i n i s h t r a d i n g volume on e x i s t i n g exchanges, s i n c e t h e y e x p e c t 
t h e i r m a r k e t i n g and p r o m o t i o n a l a c t i v i t i e s t o expand o v e r a l l demand. 
A l a r g e r demand f o r d e l i v e r i e s would mean t h a t t h e r e would be a 
c o r r e s p o n d i n g l y l a r g e r volume o f s h o r t p o s i t i o n s o u t s t a n d i n g j u s t p r i o r t o 
d e l i v e r y d a t e . T h i s might i n t u r n be viewed as an added p o t e n t i a l f o r 
p r o f i t i n g f r o m a market squeeze, p a r t i c u l a r l y i f market p a r t i c i p a n t s t h o u g h t 
t h e y c o u l d b u i l d up a r e l a t i v e l y l a r g e l o n g p o s i t i o n on s e v e r a l exchanges, 
w i t h o u t a t t r a c t i n g t h e same a t t e n t i o n t h a t a s i m i l a r t o t a l p o s i t i o n would 
a t t r a c t i f i t were c o n c e n t r a t e d on a s i n g l e exchange. To guard a g a i n s t t h i s 
p o s s i b i l i t y t h e CFTC, b e f o r e p e r m i t t i n g c o n t r a c t p r o l i f e r a t i o n s h o u l d have 
i n p l a c e procedures t h a t s s s u r e r e g u l a r c h e c k i n g o f p o s i t i o n s b e i n g t a k e n 
by p a r t i c u l a r o p e r a t o r s on more t h a n one exchange. T h i s may r e q u i r e r e p o r t i n g 
o f s m a l l e r p o s i t i o n t o t a l s on s i n g l e exchanges than i s now t h e case. , 
I f t h e CFTC were t o a u t h o r i z e e s s e n t i a l l y s i m i l a r c o n t r a c t s on 
s e v e r a l exchanges a t about t h e same t i m e , i t would be i m p o r t a n t t o as s u r e 
t h a t c o n s o l i d a t e d p o s i t i o n d a t a r e p o r t e d f r o m these exchanges was c a r e f u l l y 
e v l a u a t e d , and t h a t , i n cases where emergency procedures had l o be i m p l e -
mented, i d e n t i c a l p rocedures were implemented on each exchange a t t h e same 
t i m e . There can be no assurance t h a t exchanges w i l l respond t o a g i v e n 
emergency i n a c o o r d i n a t e d manner u n l e s s t h e CFTC by w r i t t e n agreement i s 
a u t h o r i z e d t o r e q u i r e such a c t i o n . S p e c i f i c a l l y , t h e CFTC s h o u l d s p e c i f y 
by agreement w i t h t h e r e l e v a n t exchanges i d e n t i c a l emergency p r o c e d u r e s 
f o r e s s e n t i a l l y comparable c o n t r a c t s — i n c l u d i n g r i g h t s o f s u b s t i t u t i o n . 
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changes i n m a r g i n and o t h e r measures t o encourage a l i q u i d a t i o n o f open 
i n t e r e s t , and, i f need be, a suspension o f t r a d i n g . Such p r o c e d u r e s should 
a l s o be g i v e n g r e a t e r p u b l i c i t y , so t h a t market p a r t i c i p a n t s g a i n a b e t t e r 
u n d e r s t a n d i n g o f them. T h i s would h e l p t o a v o i d a c o m p e t i t i v e d e v a l u a -
t i o n o f s e l f — r e g u l a t o r y s t a n d a r d s . 
3. Safeguards 
f o r I n v e s t o r s 
I n v i e w o f t h e r a p i d g rowth i n T r e a s u r y f u t u r e s and t h e p o t e n t i a l 
f o r w i d e s p r e a d p a r t i c i p a t i o n by i n d i v i d u a l i n v e s t o r s : 
— F u r t h e r s t u d y o f i n v e s t o r p r o t e c t i o n and 
exchange r e g u l a t i o n b e i n g conducted j o i n t l y 
by t h e CFTC, t h e T r e a s u r y , and t h e S e c u r i t i e s 
and Exchange Commission s h o u l d proceed. Among 
t h e i s s u e s t o be e x p l o r e d s h o u l d be approp-
r i a t e customer s u i t a b i l i t y s t a n d a r d s , m a r g i n 
r e q u i r e m e n t s , and p o s i t i o n l i m i t s . 
— I n a d d i t i o n , t h e CFTC and t h e exchanges 
p r o m o t i n g f u t u r e s c o n t r a c t s s h o u l d make 
c l e a r t h a t f u t u r e s c o n t r a c t s based on Govern-
ment s e c u r i t e s a r e not o b l i g a t i o n s of t h e 
U. S. T r e a s u r y . To a v o i d any c o n f u s i o n on 
t h i s q u e s t i o n , t h e exchanges s h o u l d n o t use 
p i c t u r e s o f t h e Treasury b u i l d i n g o r o f 
T r e a s u r y s e c u r i t i e s i n t h e i r p r o m o t i o n a l 
m a t e r i a l . 
The p o s t i n g o f ma r g i n and d a i l y m a r k i n g t o market a r e i m p o r t a n t 
a s p e c t s o f f u t u r e s exchanges t h a t a r e designed t o p r o t e c t a l l p a r t i c i p a n t s . 
Such s a f e g u a r d s s u b s t a n t i a l l y reduce t h e c r e d i t r i s k s a s s o c i a t e d w i t h t r a n s -
a c t i o n s f o r f u t u r e d e l i v e r y , a r e h e l p f u l i n e n c o u r a g i n g good management 
c o n t r o l , and s i g n i f i c a n t l y reduce t h e l i k e l i h o o d t h a t h a r m f u l s i t u a t i o n s 
w i l l d e v e l o p . U n f o r t u n a t e l y , however, t h e e x i s t i n g r e p o r t i n g system on 
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p a r t i c u l a r t r a n s a c t i o n s does n o t appear s u f f i c i e n t t o p r e c l u d e u n e t h i c a l 
p r a c t i c e s f r o m o c c a s i o n a l l y o c c u r i n g w i t h i n a t r a d i n g day. S e r i a l t a p e s , 
w h i c h r e c o r d t h e p r i c e s and q u a n t i t i e s o f a l l t r a n s a c t i o n s as t h e y o c c u r , 
would h e l p t o e l i m i n a t e t h e p o t e n t i a l f o r such abuse. Hence t h e CFTC s h o u l d 
c o n t i n u e t o encourage t h e use o f s e r i a l t a p e s by t h e exchanges. 
As e x i s t i n g c o n t r a c t markets f o r T r e a s u r y f u t u r e s expand and 
a d d i t i o n a l c o n t r a c t s a r e o f f e r e d , i t seems q u i t e l i k e l y t h a t a g r o w i n g range 
o f p a r t i c i p a n t s w i l l be a t t r a c t e d t o these m a r k e t s — s o m e of whom may n o t 
have p a r t i c u l a r l y s t r o n g f i n a n c i a l p o s i t i o n s . E x i s t i n g s a f e g u a r d s and p r o -
c e d u r e s , i n c l u d i n g t h e t a k i n g o f ma r g i n and d a i l y m a r k i n g t o m a r k e t , appear 
t o a f f o r d adequate p r o t e c t i o n f o r those i n v o l v e d i n most cases. However, 
a l t h o u g h c l e a r i n g members are r e q u i r e d by t h e exchanges t o p o s t margins and 
ma r k - t o - m a r k e t , t h e y a r e n o t r e q u i r e d t o use u n i f o r m m a r g i n and m a r k i n g - t o -
market p r o c e d u r e s f o r t h e i r own customers. Thus, i n some cases, i n d i v i d u a l 
customers and/or c l e a r i n g members may be exposed t o undue r i s k . 
Some f i r m s , have, n e v e r t h e l e s s , e s t a b l i s h e d customer s u i t a b i l i t y 
s t a n d a r d s o f t h e i r own and have r e q u i r e d c o n s i d e r a b l y l a r g e r m a r g i n on 
c e r t a i n t y p e s o f accounts f o r which t h e y u n d e r t a k e t r a n s a c t i o n s . A d d i t i o n a l 
e f f o r t s i n t h i s d i r e c t i o n — a n d perhaps t h e development o f more f o r m a l s u i t -
a b i l i t y s t a n d a r d s — s h o u l d be encouraged. 
Some p a r t i c i p a n t s have i n d i c a t e d t h a t t h e y were c o n t a c t e d by o v e r -
z e a l o u s r e p r e s e n t a t i v e s o f f i r m s t h a t were a c t i v e i n t h e m a r k e t i n g o f f u t u r e s 
who appeared t o have an i n s u f f i c i e n t u n d e r s t a n d i n g o f f u t u r e s t r a n s a c t i o n s . 
At p r e s e n t t h i s does n o t appear t o be a s e r i o u s problem, and i t i s an 
expected outcome when one market i s expanding r a p i d l y a t a t i m e when 
p r o f i t a b i l i t y and employment i n o t h e r f i n a n c i a l m a rkets have been steady 
o r s h r i n k i n g - I t does seem a p p r o p r i a t e , however, f o r t h e CFTC and t h e 
exchanges t o e x p l o r e approaches t h a t c o u l d s t r e n g t h e n t h e s u r v e i l l a n c e of 
s m a l l e r d e a l e r f i r m s . P e r i o d i c r e v i e w s o f g e n e r a l s a l e s and m a r k e t i n g 
t e c h n i q u e s coiHd a l s o prove b e n e f i c i a l . And i t seems a p p r o p r i a t e f o r t h e 
CFTC and t h e exchanges t o un d e r t a k e a program t h a t would i n f o r m t h e p u b l i c 
about t h e r i s k s a s s o c i a t e d w i t h such h i g h l y l e v e r a g e d t r a n s a c t i o n s , s i n c e 
t h e s e may n o t be s u f f i c i e n t l y emphasized by p r i v a t e f i r m s and i n d i v i d u a l 
s a l e s p e r s o n s . Such a program would a l s o be h e l p f u l i n c l a r i f y i n g emergency 
pr o c e d u r e s and reasons f o r t h e i r p o s s i b l e i m p l e m e n t a t i o n . 
